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THE EXPECTED-UTILITY HYPOTHESIS 
THE MEASURABILITY Ol 


AND 
UTILITY 


MILTON FRIEDMAN AND L. J 


ENEWED attention is 


being devoted to a hypothe sis 


irrently 


abot t chotces 1n 


brie! 


volving 
gested by (oa Cramer and Dani 
Bernoulli, employed by Alfred Marshall, 
and recently revived by von Neumann 
namic ly, that individ 
uals choose in such « 

they were seeking to maximize the ex 
pe ted value of some quantity The hy 
pothetical quantity thus detined has, es 
called “utility 

1 Te asonably valid in a 


and Morgenstern 


ircumstances as u 


per ially recently, been 
This hypothesis, 
sufliciently wide domain, has tar-reach 
ing implications for economic theory 
It provides a unified interpretation 
two kinds of economic behavior that 
have traditionally been rationalized on 
divergent, and largely inconsistent, lines 
first, choices among alternatives re 
'We are 


» Mars 


asa! 
rial 
under the 1] 
Cong.). His contr 
the University oi 


Nava! Research 


ong alternatives 

ed in terms ol 

or “risk” or “un 

y regarded as “irra 
that t icy olno 
and reasonably universal descrip 


in the sen 


tion but can only be determined ad hoe in 


ta h individ ial Ca 


Furthermore, the 
expected-utility hypothesis has poten 
r ntent. we have 
and widely 


ali atior sabo it 
inces, INVoIViIng 


hypoth 


Universit, OME icage 
varied as certain, rationalized in terms ot 
question and deliberative selection of the 
alternative highest in the scale of preier 
cn 
ill-det 
cortal 
tional 
q 
behavior under circumst 
i 4 i i i\ \s 
tor helptul co ts an earlier at Decis fournal of the American Sta 
lraft of this paper listicad A XLVI 1951 35-67 
This paper was ma written while Savage the may this d i 1 t yt r 
e John Simon Guggenheim M area of dk g tainty, depends, not 
1 a research scholar in France its em al stion for the economic be 
it Act (Public Law 584, 79th ha r t t rg it on its accept ty, to 
ition 1S an outgrow! work at individua ure particular | t} wh 
: Chicago sponsored by the Ouice ot lecisi as a rule guiding ‘‘v behavior in the 
face of uncertainty 
463 


} for 
init of scale to preterences lor 
goods Serv id perhaps should 
have used a new name tor this measure 


rather than the name tilits “witha 
Unfortunate 

either the oue nor 

ann and Morger 

vwothesis ar d pore 
omatization 

lv against 

nderstanding and, in { by some 


unguarded statements, probably pro- 
moted misunderstanding. Similarly, our 
own exposition of the ion between 
the hypothesis and available empirical 
evidence is inadequate in failing to deal 
directly with the problem of “measura- 
bility experi nce demonstrate sthat our 
parenthetical allusions to the problem 
were not sufficiently clear and that they 


too may have promoted rather than al 


leviated misunderstanding 


of the idea that a William Baumol’s recent note in this 
riskless Journal prov ides an excellent occasion 


ces among for seeking to repair in some measure Our 
t diverted rlier failure by an attempt to make 
ty that there clear the grounds on which the accept 
t derivable ance or re jection of the hypothesis must 
pected value — rest and the sense in which its acceptance 
nong alter- justifies or permits the treatment o! util 
ity as “measurable."* Baumol’s note is 


Mtl] IN FRIEDMAN AND L. J. SAVAGI 
plications ena tha end 
themselv ich less readily to casual 
empinca pservatiot Phese predic 
t in turn, when and if verified, will 
be both a fruit of the hypothesis and a 
I niortunat ra j derstanding 
ot thee eaning, re ince and role of the 
hypothe reariv obstru ted 
by a twofold ert ts earlier use: th 
e except for orig and unit of scale 
Was necessary | r the analy of chores 
amony alternatives regarded as certau 
| econd, that the expectation of this 
| measurable utilitv must in the same way 
govern ch i! ne alternatives in 
Slutsky. and later writ that such a 
numerica tity not necessary tor 
Val But. 1 reset 
itilitv. measure derive 
choices must also govert 
alter itive olving 
attenty rom ¢ 1) 
might be sor function 
from? le choice the 
ol wi h wa « 
rhative nvoiving 
the cht of th background, the 
Write who have recently revived and re I x Ordina \ 
terpreted the hypothesis should have f Polit Economy, LUN (February, 1951), 61-66 
' \ Ka Lise ‘ ethe 
tal pains to takably sinta i the expected 
clear about the ser in which the hy on the me 
li ative stilit 62). This questiot 
\ Journal of 1 s paper is precisely the nece i dis 
” R y beiween the otheses the 
\ Petersburg and s if radoxes. In the orngina 
’ in ip wor ( l 1952 l ext, he labels what as come to bt slled ex 
My ‘ ‘ lu t er imentum mediu Cramer 
t ‘ N oves wes fror his le erin Fr is 
\ il M Ut Ker j that Daniel Ber juotes at the ¢ 
maiosd LIN r, 1951 rarer ntrasts the es ince mathe 
we matique with the espérance morale.” Alfred 


EXPECTED 1 


to these questions and 
criticisms of the hy 


devoted pire isely 
states clearly the 


naturally out of the 


pothesis that aris 
earlier discussions of ““measurability 
iects to the hypothesis on 
that “the Neumann 


tv construction may be 


two ground 1 
Morgenstern ut 
incompat ble with the 
ences of the in wiua 
Neumann- Morgenstern 

fably arbitrary.” The 


scale of preter 
and (2) that *’a 
utility. index 
may be ist 
lirst obje ction raises the gene ral question 
of the grounds on which the hypothesis 
should be acce] ted or re jected se l 
I in which the hy 


the second, the sense 
“measurable 


pothesis “makes” utility 


ACCEPTING OR 


NDS FOI 


KEJECT NG THE IYPOTHESIS 


Phe function of a scientitic hypothesis 
is to enable us to “pre dict” phe nomena 
not yet observed, that is, to make state 
ments about phenomena not yet ob 
served that are (a) capable of being con 
tradicted and will not in fact be con 
tradicted. If the statements about unob 
served phe nomena are not capable ol 
being contradict d, the hypothesis Is 
empty and hence useless for prediction 
the hypothe sis that a person will choose 
what he chooses is cle arly “correct”’ and 
equally because in 
capable of contradiction If the state- 
ments about unobserved phenomena are 


clearly “empty,” 


contradicted (‘ire que ntly or more often 
and more flagrantly than statements sug 
gested by an alternative hypothesis), 
then the hypothesis is wrong. The wider 
the range of observable phenomena ca 


pable of contradicting the hypothesis, 


Marsha 

not expected 
Note ix. See 
81, and the ret 


‘Op 


HYPOTHESIS 


the greater its pot thulness, be 
cause this is equivalent to greater preci 
sion of predict! der the range of 
occasions on 
successfully with 

diction, the greater the contidence 


sideratum is a hypothe 


hypothesis has 
tood the test of contra 
In its 
validity. The d 
sis that vir 
iLe., predictions easily cay able of being 


that has been used to 


lds h ohly precise pred ctions 
make 


had 


contradiction 


wrong 


many such predictions (1. has 


portunities for 


many 


and that has orrect 


pred ctions has repeate dly failed to 


he contradicted 
Phe ™ 


vations on the bas 


trite and oversit rl hed obser 
is for choosing among 
hypotheses are necessary here because 
their implicit rejection is at the bottom 
of much of the criticism leveled against 
the expected-utility hypothesis: the hy 
pothesis Is objer ted to because it is not 
“empty,” because it can he wrong. kor 
example, Baumol says that he can con 
ceive of behavior that would contradict 
the expected-utility hypothesis and vet 


would not be clearly “pathological” and 


that some of the results of the hypothesis 
“are not introspectively obvious.”" In 
| is saying that casual ob 
t that 


This assertion is 


part, Baumo 
servation and introspection sugge 
the hypoth is is false 
relevant evidence against the hypothe SIs, 
since it amounts to saying that crudely 
observed ¢ xp rience contradicts predic 

tions made by the hypothesis. But it is 
clear from the examples and context that 
Baumol is also saying something quite 
ditierent, which he regards as equally 
relevant evidence against the hypothe 
sis; namely, that the hypothesis is not 
that be 
havior is conceivable that would contra 

dict it. rather than that such behavior 
has been observe d, however « rudely In 


obviously and inevitably truc, 


ay 


sec. 2). 
GRO 
: ex tly with expected utility 
nev Value n his Mathematica: 
in and Savag p. cit., pp. 280 
neces there ted 
| 62 and 


contradicted by such 

marived in our earlier 

e of it is used to spt 
s. We suggested in 
nal poss bilities of 


ut so far as we know 


ot yet been exploited Some 
iments by Mosteller and 
to the direct observational 
fail to contradict the hy 
the evidence of this rela 
ind now available is tar 
to justify any real con 
of thi hy} othesis; 
tes mild optimism 
Phe very real appeal of the hypothesis 
ves, we believe, less from this direct 
n indirect evidence ren 
ble that the hypothesi 
fail to be contradicted, at 
ne important domains. This 
evidence is provided in some 


‘herence of the hypothe 


the 

h the rest of economic theory. In 
greater measure, it is prov ided by 
sibility of a set of postulates that 
ient for the derivation of the 
and are themselves derivable 

dso are an alternative state 

of the hypothesis. In saying that 
postulates are more plausible than 
ypothesis to which they are logi 
ivalent, we mean that the postu 
ediately call to mind a host of 

ns (or predictions from the hy 

ble to casual empirical 

respect to the class 

which these implica 


7 DMAN AND L SAVAGE 
ht the preceding paragraph, this pro: ng conjecture deriving its plaus! 
ey , virtue of a scientific bilit re from indirect evidence than 
‘not ect t lirect survival of “critical” expen 
t be true t Much the readily available evidence 
t ivit ct that the consistency of the hypothesis with 
{ t the | thy il nerience, that is, on the failure of its 
that the the not empty, that plications to be 
‘ t tively ; ome irticle, where sor 
that the | t Ea ler alize the hypot 
t jor predict that article addit 
But granted that t pected-utility tl 
hypeot! and that re 
‘ t t i | tl 
t t a relevant, what 
e there to accept it not 
ia t repeated cd the test ot ti 
ea ng that it will 
| t t \ highly qua at 
; d rmative answer can be given to 
now st thie desput 
itt 
{ 
thie 
tine 
4 


tions relate, the hypothesis has had many 
opportunities for contradiction and has 
repeatedly failed to be contradicted. The 
evidence is “‘indirect,”” because this is not 
the class of phenomena we are primar) 
interested in using the hypothe “is to pre 

dict. Success of the hypothes s tor this 
class makes it plausible that it will sur 


ceed for another, not unre lated, cla 


does not, however, justify the same con 
fidence as direct evidence tor the latter 
class 
The i 
von Neumann and Morgenstern is pr 
cisely to have provided this indirect ev) 


mportant origi al contribution of 


dence through their axiomatization of 
the hypothe sis. Since there is a mistaxe 
adverted to by Baumol in his footnot 
16 and called to our attention by Paul A 
Samuelson) in the translation of the 
Neumann- Morgenstern 
presented in our earlier paper,’ and sinc 
has been doing furthe: 


postulates we 


one of us (Savage 
work on the postulational base of the 
hypothesis in another connection, a re 

statement of the postulational evidence 
Is presented here." 

Let us suppose, for simplicity, that the 
tinal outcome tor an individual of a proc 
ess of choice is among one of some tinite 
number of possibilities, say the set A 
with elements .... These out 


comes, the x,, can be de scribed as the 


“incomes” that might possibly accrue to 


the individual, where income is to be un 
derstood in the widest sense, 
for example, cash income, schedule of 


present 

sponding 

“Why ‘SI 

mize ‘Moral Expectation’ 
Berkeley Symp 
Probability Berkeley 
Press, 1951), pp 493-506, 


stantial agreement 


OF 


embracing, 


available 
ctor] rob 
ne alterna 
spect “iV, 
f, consists of 


the tinal 


he, and so on. It 


alin dual the prob 
me x, lor 


o the set F of all 

distributions f, 

_on the tixed tinite set VY detined 

above. Not all rh f course, necd be 
available to the ind alin any partic 
ff 


notation | fi, fe, 


ular case. An element may be ex 
pressed in the 
where the are nonnegative num 
bers adding up to units 

Phe expr 


rite ted, 


ferred by the 


ssion f to be read and 


The gamble f not pre 
individual} to g,” by 
which is meant that if fand gare the only 


alternatives available to the individual, 
he will not systematically choose f 
Phough no postulate has yet been in 
very il assumption 
t in the structure thus far de 
namely, that preferences of the 
person in uncertain situations to which 
probability applies are governed solely 
by th probabiliti sattached to each pos 
sible income. This assumption admits 
But this 


analysis will be passed over here, because 


analysis 


and is worthy of some 
} 


we are under the impression that the as 
sumption is, with the usual grain of salt, 
acceptable to present critics of the utility 


EXPECTED UTILITY HYPOTHESIS 
cash income over time. baskets of goods, 
fate in love and war, et lhe assun pt on 
that there are only a tinite number of out 
comes ts ODV vy without any | ractical 
significance; mathematically, it Is a 
blemish that can bet ved 
In advan the alternat 
to the individual consist of ¢ 
ability distributions. Any 
tive, frequently called a 
the probability distribution 
a probability that x2; w bh 
outcome, that » will 
cal he interpreted asa ra riottery 
abilitv f, of receivin 
eacl 
® This mistake is noted and corrected in the ver 
reprinted in Readings in Price Theor v1 
10 The postulate system and the motivation for 1 
of J. Marschal 
und Businessme Max 
roceceding of the Se nad 
ematwal Statish ind 
versity of Canhilornia 
with which it is in sub 
hypoth 


! 


ate states that the ind * 


1 te and consistent | transitive 
ib! natives; that is, one 
objects the individ 
her he is indifferent 
loes not pre fer 
tod, then he 
loes not prefer f to 4. These and closely 
related assumptions have been giver 
h attention by economists. There is 
idespread ¢ hat they are ir 
trospectively aling and that 
their agreement with experience, though 


not periect, is q ( l ough to merit 


I cms 
quite acce] table, though it is not alto 
gether without content. It savs, for ex 

that uf a person will not cross the 
no matter how light the trattic, he 
not cross even if there were no 

rat all 
is essentially the third postulate 
that critics of the utility hypothesis seem 
to tind inadequately motivated. But we 
shall show that this postulate is implied 
by a principle that we believe practically 
nique among maxims for wise action in 


the face of uncertainty, in the strength of 


its intuitive appeal. The principle is uni 
ized; and the 


(greeks must surely have had a name for 


versally known and recognize 


it, though current English seems not to 

lo illustrate the pring iple before de 
fining it, suppose a physician now knows 
a that his patient has one of several dis 
im’ ¢ ote d 


eases for each of which the physician 
with ob 


would prescribe immediate bed rest. We 


; assert that under this circumstance the 
the physician should and, unless confused, 


Voor 
; will prescribe immediate bed rest whether 


is now, later, or never, able to make an 


sed to have 
exact diagnosis 


FRIEDMAN AND L. J SAVAGI 
tut ent the tulate 
tate the notat ention that 
i! 
a ( lear 
7 . tself a clement of 
Fo and reduces to for e when ais 1 or O 
! ‘ () te fornia \ the 
ri. ecessar hinet 
, continued interest 
P3. For ( Phe second postulate is a technical as 
In the presence of P13 the utility 
rigorously plicd as a the 
Moreover, anv sequences of nur 
rT ected \ ¢ ion 
expected utility. hypothesis easy but 
Conversely, it is almost obvious that quyguyyeeE 
even the first part of the the 
3, veritving an assertr 
Thy tant «question 
vhether t tulates can ; 
to correspond reasonably well 
ervable ce ! behavior, and t 
three post ates one 
Phe first 
} ved e \ Johs 
) err Theor 2 See Fried u Savag pat 288. n. 23 
(rame wor (2d ed_, Princetor and the references there to the dissenting view by 


EXPECTED 


Much more abstractly, cons der a per 
son constrained to choose between a pair 
of alternatives, ¢ and >, without knowing 
whether a particularevent £ does orwill 
in fact obtain Suppose that, depending 
on his choice and whether & does obtain, 
he is to receive one of four (not neces 
sarily distinct) gambles, according to the 
following schedule 

kvent 


not / 


Phe principle in sutiicient generality for 
the present purpose asserts: If the person 
does not preter fia) to f &), and does not 
prefer g(a) to g/b), then he will not preter 
the choice a to 6. Further, if the person 
does not preter @ to 4, he will either not 
to fi) or not prefer gia) to 
£ h possibly both 

We anticipate that if the reader con 
siders this principle, in the light of the 
illustration that precedes and such others 


preier fia 


as he himself may invent, he will concede 
that the principle is not one he would de 
liberately violate. This in turn we con 
sider to be some reason for supposing 
that people do actually tend to avoid 
flagrant violation of the principle 

In the presence of the assumption (al- 
ready mentioned) that and 
probabilities alone determine the prefer 
ence of a given person, P3 is a conse 


incomes 


quence of the principle now under discus- 


sion. To see this, it is necessary only to 
set fla) = f. fib) = g, g(a) = gib h. 
and to suppose that the probability of 
E is a. After this specialization, a is the 


gamble af + (1 — a)h, 6 is ag + t= 


a)h, and the principle simply states P53. 


2. THE "“MEASURABII ITY’ OF UTILITY 


Baumol objects to the notion that the 


expected-utility hypothesis enables “te 


IVPOTHESIS 


measure’ of utilitv to be “deduced 


he observed behavior of an 
individual wre is a sense in which 
this objection is entirely valid. The sig 
of the 


from 


tion is, however, 


that 


this is an issue 


nificance 
rather duterent 
Baumol. Since 
there 
much writing at cross-purposes, it will be 


well to start from first principles 


implied by 
on which 


is currently much confusion and 


Consider a situation in which an indi 
vidual must choose one among a set ot 
“prospects.”” An extremely general the 
ory hoice Is esse ntially Pl alone; more 
pres isely, that there exists a consistent 
and transitive ordering of all possible 
prospects which has the property that 
the individual will choose the alternative 
available to him that is highest in this 
Let F stand for the set of all 

and for 
function which has 


ring 
possible prospec tsf 
a (numerical valued 
the property that the individual 


vill choose / in preference 
indifferent between 
choose fin pore erence 
ing asf (f > l 


Such a function will always exist, under 
mathematical assumptions of no practi 
cal consequence 


ordering of prospects and, if desired, may 


thus gives rise to, or generates, an 


be called the, or in some respects better 
a, “utility function” of prospects. The 
individual may now be said to choose so 
as to maximize “utility 

On this theory, the choice among the 
available alternatives depends only on 
their ordering. If there exists any one 
function that 
served choices, then any other function 


that gives the same ordering of prospects 


is consistent with ob 


will be equally consistent with observed 
choices. Consequently, it can equally 


(ie 
i 


|. SAVA 
prospects with property (1), that is, its 
expected value is ene member of the fam 
2). Let us call this member U. Then, 
ial theory is that 
C(I, 
» bar over the C in 
cates expecter value, and the 
to the J indicates that the 
1 is computed for the pros 
ctf 
If there exists any such function C\/ 
ue except lor org and 
hat is, the o1 ly transior 
mations of C that vield the same ordering 
of prospects consisting of more than one 


sible income with nonzero probabil 


ol the form 


ntrary 


re lifes CONSISTENCY 


This the ory is by nomeansen 


and very little more, . 
ble that would it were valid, Ww ‘ot an 
rements: but it ts individual's choices among some pros 


Inge empty that it is rela 
r predicting behavior. A 


vects each containing only one or two 
| 
possible ncol ies would permit prediction 


ry consists ino speciiving of his choices among all other prospects 


no matter how complex 


the characteristics ot 
If the theory is valid that is, if it 


juivalently, the ordering 

nects. Let discu nm by orrectly predicts behavior then there 

pro cts that can con Xists a tune tion except lor 

Linations of Origin and unit of scale. This function 

sminnlicits contains all the information that is rele 

| vant tor pre dicting behavior. The way to 


entary objects to be 


nit time. Thena Use it is to cal ulate its expected value 


for alternatives under consideration and 
to predict that the alternative with the 
highest expected value will he chosen. It 


rded as a set of a 
er with the as 
each income 

al’ theory 
eXists a 
such that 


ordering of 


is conventional, but only conventional, 
to describe this process as the maximiza 
tion of expected utility. If the hypothesis 
is valid, the expected value of C\J) is one 
member of the family of functions de 
Uif) = 


MILTON FREEDALAN 
well be said that the utility of prospects 
is given by anv member of the lamily ot 
functior 
where | in entirely arl trary strictly 
monat functio in particular any 
function h that dV dl’ is positive (so 
that all members of the family order the 
prospects in the sare directior 
i tlie { tra ent ol validity 
in Baumol’s position. No one 1 ember ot 
2) has anv more right to be called “the 
: tilitv function than any other member 
| In th nse, utility is not “measurable” 
| no matter what may be the precise mean 
a prospect or the cla prospects po 
considered itvar 
general’ theory of choice is al | i cil 
most completely empty It is not quite 
and transit 
and behavior is ¢ 
contradict these 
tively useles 
pecial the 
more precis 
or 
al ne the 
restricted t 
dered a 
elementary 
consider th 
amounts of 
prospect to be reya 
ternative incomes, t 
ociated probability 
will be realized? 1 : 
inder dl cussion is ft 
function of income, s 
its expected value gives an |S 4 
‘M ise per unit of 
¢ less than /. Then a prospect ts of a pat fo cinaPy 


EXPECTED. 


fined by VIL f)]. Admittedly, however, 
it is only one member. Any other men 


ber could be used: the fifth, 
power of the expected value of C\/) will 


cube or 


give the same ordering of the prospects 
itself, and either 
utility of pros 


as the « Xprer ted valu 
could be termed “the” 
pects involving rish 
In our earlier article, which deals pri 
marily with the consistency of this sp 
cial theory with observed behavior, we, 
like others writing on this subject, called 
DIC), the family of functions given by 
4), the “utility function of certain in 
comes.” If however, one rr gards any 
2) other than C\/) (or a 
ation of it), say VIC 
as giving ‘the’ utility of uncertain pros 
pects, it is not valid to re gard C(/) as 
“the” utility of the certain income zg: 


mt mibx r ol 


linear transiorn 


“the” utility of the certain income J is 
then 


fore misleading without more explana 


Our terminology was ther 


tion than we gave and doubtless pro 
moted confusion between the functions 
DiC(/)| and the utility functions of pros 
pects This: onfusion is manifest 
in Baumol’s note when he remarks: “If 
we... accept the view that any index 
obtained from a valid index by a meno 
tone transformation is also valid,~those 
of the 
tioned at the end of the preceding a 

tion, which refer to the shape of the in 
come marginal! utility curve, lose all their 


Friedman-Savage results men- 


meaning.” This is a non sequitur: the 
results mentioned relate to the functions 
DIC(1)); interpreted as referring to these 
functions, they retain all their meaning; 
they are essential for the content of the 
theory; but of course they are not di 
rectly relevant to any member of the 
family of functions V[U(f)| other than 


the members given by D[CU 


‘in 
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What justification, then, is there tor 
calling the particular members ol Ue 

given by 
pects involving risk and hence for speak- 
rather 


“the” utility of pros 
ing of utility as “measurable” 
than for calling the whole family of tun 

tions f)| “the” utility of such pros- 
pects and hence speaking ot utilitv as 
“ordinal” and not The 
justification is that, if the hypothesis ts 


**measurable’’? 


ac epted, the former mode of speaking Is 
far more convenient than the latter. Con 
venience may seem a slender justifica 
tion; it is in fact an extremely important 
one. As Baumol correctly remarks, “In a 
measurement ts ar 


sense any scale of 


bitrary. Thus, aside from inconvenience, 
need anything be wrong with the use of a 
measure of distance which varies as the 
There 


square of the metric scale? 


is nothing aside from incon 
but inconvenience is not to be 
brushed aside so lightly. Asic 
convenience,” need anything be wrong 


with the use of Roman rather than Ara 


wrong, 
venience, 
from “in 


bic numerals; or with dropping numeri al 
nomenclature entirely, replacing it by 
extemporancous — cir umlocutions? On 
course. the inconvenience of not using 
the metric s« ale cannot seriously be com 
pared in magnitude with the inconven- 
ience of not using mathematics in science 
at all, but this is only because measure 
ments of length are Just one among many 
kinds of measurements in science, not be- 
cause of any difference in kind. And, even 
where the 
square of length as, ordinarily measured 


so, eVeryone in a country 
was the official measure of “length” 
would suffer serious inconvenience in- 
vy)? 
would have to 


deed, for calculations like f/f 4 
and + t V3) 
be performed many times each day. All 
this computing of squares and square 
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potheses; to promote the construction of 
hypotheses about economic behavior 
| enable predictions to be made 
behavior from the observa 

behavior. In this work, it 
Il frequently be convenient to describe 

ch a hypothesis in terms of some tune 
in with assigned properties and belong 
to some class.’ Measurability”’ is 

d to refer to the narrowness of the 
class. While thisis only a convenient way 


ases, Is it ol speal Ing, ol describing a collection of 


ol and rules tor predictior it Is an important 


word convenience, and economists should not 
be urged to forego its use simply because 
others may suppose that such statements 
refer to “reality” in an awesome spirit 
that is really nonsense. Economists can 
and should, like other scientists, recog 
nize the relativity of their tools to the 
state of their science 
\n excellent example for present pur 
poses is provided by the attempts of 
Irving Fisher and Ragnar Frisch to meas 
ure utility referred to by Baumol."* In its 
simplest form, for example, Fisher's 
method rests on a particular hypothesis 
about behavior, name ly that the order 
ing of various combinations of goods in 
the individual's scale of preferences can 
lit, repeated fail be reproduced by the sum of one-variable 
sto be contradicted functions, each containing as a variable 
aliditvy, and the quantity of a particular good. This 
ialized hypothesis is by no means empty If it 
And wert accepted, it would justify calling 
the sum of the one-variable functions 
say, (°) “the” utility function and would 
provide a “measurable utility. 
course, it would nonetheless be true that 
any monotonic increasing function of l 
would give the same ordering of bundles 
whatever new concept of goods; however, only a linear one 
ant problem would be expressible as the sum of one 
precisely to variable functions But this particular 
nts for this hypothesis of universal “independence 
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EXPECTED- 


of goods in this sens 


has as one impli 
cation that no good is an “inferior” good 
i.e. that all income elasticities are posi 
tive), and this implication ts contra 
dicted by a great deal of ev idence, which, 
indeed. is reasonably consistent with al 
that all goods, if nar 


lor 


most the Opposite 


rowly defined. are “inferior” some 


ranges of income. In consequence, the 


hypothesis of universal independence 


must be rejected. Less sweeping hypothe 
ses requiring only limited “independ 
ence’ can be formulated that would also 
prov ide a The dit 
ficulty is that an indefinitely large num 
formulated and that no one 


easurable” utility 


ber can be 
seems to have discovered a particular one 
that has fruitful empirical implications 
capable of being contradicted, yet not 
contradicted when submitted to test 


The 


should be interpreted neither as a conse 


failure of these experiments 
quence of the nonmeasurability of utility 
in some absolute sense nor as showing 
that utility is not measurable. They were 
simply experiments that failed to pro 
duce ¢ mpir cal hypothe SUS act eptable to 
the authors themselves or to their col 
leavues in light of the available evidence 
It may be that future experiments along 
the same general lines will be more suc- 
cessful 

If the issue in question has seemed im- 
portant, it is, we believe, largely because 
of a failure to distinguish sharply be- 
tween “positive” & onomics and weltare 
economics. The discovery if such it be 

that a class of individual behavior can 
be predicted by supposing individuals to 
act as if they were maximizing the ex 
pected value of a function unique except 
for origin and unit of scale has, in and of 
itself, no welfare implication at all, and 
none is added by adopting the conven 
tion of calling the expected value of that 


itilitv.” As we remarked in 


function 


HYPOTHESIS 17 


our earlier paper, “it is entirely unneces 
sary to identify the quantity that indi 
viduals are to be interpreted as maximiz 
ing with a quantity that should be given 
special importance in public policy.” 
lhe ethical precept that society “should” 
promote the “welfare” ot individuals is 
meaningless until “welfare’’ is given con 
tent. Any identification of “welfare” at 

tained by individuals with “utility” as 
detined by the special theory of choice 
described above is itself an ethic al pre 

cept, to be justified on ethical grounds, 


not a scientific proposition 

In light of the importance of utilitar 
ianism as a philosophical creed and of its 
modern resurgence, particularly in ‘wel 
fare economics,’ it may well have pro 
moted confusion to have used the term 
“utility” in a scientific theory of choice 
But, even if this was an error, it hardly 
seems desirable to seek to correct it by 
denying to economists the use of the 
term “measurable” in the sense in which 
it is used in other sciences 


CONCLUSION 


The hypothesis that individuals choose 
among alternatives involving risk as if 
they were seeking to maximize the ex 
pected value of some quantity, which has 
been called utility, is intended to be a 
scientific hypothesis enabling correct 
predictions to be made about individual 
behavior. It should be accepted — tenta- 
tively, of course, as all scientific hypothe 
ses are if it leads to “correct” predic 
tions usually, or more frequently than 
any equally useful alternative, it should 
be rejected if its predictions are gen 
erally contradicted by observation. At 
the moment, the available evidence does 
not contradict the hypothesis, but it 
must be emphasized that the opportuni- 
ties for contradiction have been few, so 


283 


MILTON FRIEDMAN 


nits favor is meager 
hypothesis derives 
oherence with the body 
ory and, more important 
lity of the postulates 
hown to be equiva 
repeated success In 

is accepted it just 
the detinition ot and 


gnment of numerical 


the assign 
1 except for origin and unit 
the quantity called “util 


Va he 


ies can in prin iple 
the 
an individual among a limited 


The hypothesis, if 


»bserving choices 

by 

la of alternatives 
accepted thus makes it possible to re 

‘measurable’ the 
ength and tempera 


yard “utility. as in 


same sense in which | 


are measurable In all three cases 
smeans the adoption of a convention 
unds of its convenience In Using the 
sor theories in question. In no 
justify regarding the particu 

as an unchanging “abso 

ny any relevance tor phe 
the 
wd by the hypotheses on which 
In all 


in prin 


outside range ol those en 


lar conventions rest 
sit would be possible 
pense W th the convention and 
roundabout method ot 
ly at the cost of a prob 


omplication ot known 


more 


frerent classes of objes 


ade to this particular conven 
to utility 
itility hypothesis 


ning a ““measure 
ted 
or val d 


rand (2) that any conven 


interpretation ol 
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tion that would treat utility as measur 
he 


tirst objection is, of course, unexception 


able is undesirable or unnecessary 


able: it can, and should, be removed only 
as and if experience in applying the hy 
pothesis demonstrates that the hypothe 
sis is fruitful and justifies acceptance 
The see ond objec tion, on the other hand 
cannot be accepted It would de ny eco 
nomics a mode of speaking and express 
ing theories that has been found useful it 
not indispensable in other sciences. It ex 
presses a Viewpoint that its proponents 
would find impossible to apply consist 
them 


of money 


ently; they would have to deny 
selves the priv ilege of sp aking 
income, or stock of money, or size of pop 
ulation as measurable. If this viewpoint 
seems persuasive for utility, it is, we 
think 
that would, if verified, have implied con 


partly because some hypotheses 


venient measures of utility were actually 
flagrantly contradicted by experience, 
and partly because of a widespread con 
fusion between positive economics and 
normative economics, a widespread tend 
utility to 
stand for two quite different things: on 


ency to use the same word 


the one hand, a quantity that it is useful 
to regard an individual as maximizing in 
interpreting his behavior and predicting 
his reactions to changed circumstances, 
and, on the other hand, a quantity that 
he ‘should’ or that society 
“should” maximize or help hin 
mize. The identification of these two con 
ceptually different magnitudes is a max 


maximize 
maxi 


im for wise behavior or an ethical pri 

cept, not a s ientific proposition, and is 
in no way required by the adoption ot a 
particular convention for “‘measuring 


utility 
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XAMINATION of the collection of 
state and « ity directories in the Li 
brary of Congress has disclosed a 
number of volumes as possible sources of 
information about the forms of business 
organization employed in the United 
States during the nineteenth century. 
Some of these volumes can yield only iso 
lated figures for a particular locality, but 
a few series seem to give promise of com 
parative data for the same localities over 
a long period. In the latter category are 
the directories for Hartford, Connecti 
cut. These have been explored, found to 
be highly consistent internally (a fair in 
dication of accuracy), and have been 
analyzed at some length. The directories 
of Lowell, Massachusetts, are of the same 
quality and have been used to provide 
supplementary figures for a briefer peri 
od. A volume on California contained 
data that contrast with those of the East 
near the close of the century 
Other volumes are available and can be 
studied, should the labor of filling in more 
segments of the picture seem worth 


(Coast 


while. 
The tirst page of the Hartford dire 
tory of 1849, which is reproduced here 
big. 
directories of this city as a source of in- 
formation on the legal forms under which 
businesses were carried on. Study of that 


, indicates the possibilities of the 


and, when necessary, other pages 
reveals the following: 


page 


that tie in with it 


Adams & Stowe was a partnership deal- 
ing in dry goods, and there were two 
partners, Byron Adams and Isaac A. 
» latter’s name appears in the 


Stowe 
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S's with the name of the partnership in 
parentheses after his name); Adams & 
Field appeared to be a partnership oper 
ating a grocery, but no one by the name 
of Field (or any other name) was associ 
ated with this concern except I. D 
\dams, and therefore the business was 
treated as an individual proprietorship 
perhaps Field had died, and Adams con 
tinued to exploit the good will attached 
to the old partnership name, James M 
Adams operated a grocery store as an in 
dividual- proprietorship; Tudor Adams 
carmed on a brokerage business as an in 
dividual proprietorship; Thomas Adams 
was the sole proprietor of a marble manu 
factory; and the Aetna Insurance Com- 
pany, a corporation, carried on a fire in- 
surance business. In summary, the first 
page of the 1849 Hartford directory 
supplemented by data, positive and neg 
ative, from other pages reveals the 
presence of four individual proprietor 
ships, one two-partner partnership, and 
one corporation It also reveals the pres 
ence in Hartford of one dry-goods estab 
lishment, two groceries, a brokerage of 
fice, a marble-cutting plant, and an in 
surance concern. 

From such materials, tiles of business 
enterprises have been built for Hartford, 
Connecticut, for 1842, 1849, 1859, 1809, 
1879, 1889, and 1899; for Lowell, Massa 
chusetts, for 1832, 1840, 1849, and 1859; 
andforSan Francisco, California, for 1890, 
For each business unit its legal form and 
type of business activity were recorded; 
in the case of each partnership the names 
of the partners made possible a classifica 


m ol partnerships or 
number of members in thet 
The procedure for constructit 
If the city 
fi 


in brief the following 


tiles was 


a state ¢ 


directory n brancisco 


Hartford Cicy Directory. 
A 


110 Front 
233 Mau 


hres 


owe, Dh 


Apams & 


German Dry 


Tuomas K. Brace, Presiden 


Lows 


rectory, with a section for each city, was 
contained a business directory, 
\ separate 


used 
that was the 
card was used for each business concern 
Duplications were eliminated; the data 


starting point 


oncern were consolidated 


entries in the sector 


main 


city directory (hereafter called the “regu 


lar directory’) added business units and 
amplified the material previously gath 
ered. Without the business dire: 


starting point, the task of building a list 


tory asa 


of business enterprises was slower but no 
In working each regular 
directory, care had to be 


more dithcult 
CXETCIS d, for 
the ce mpile rs sought to give the occ upa 
tions of the residents. An entry such as 
‘John Doe, blacksmith, h. [ie., house 
25 Tront st 
ing information about an employee and 
Jol n 
25 Front st or 


22 Main, bds 


"was interpret 


was interpreted as reveal 
his residence, but an entry such as * 
Doe, blacksmith, 27 h 
“John Doe, blacksmith, 
fi e., boards! 20 Front st 
ed as giving information about the owner 
of a business establishment because the 
individual's place of business was given. 
In short, into ea h tile were worked only 
those persons who were in the business 
directory and those in the regular dire 

for whom a business address was 
study of the will 


tory 


given, directories 


regular alphabetical secu his business ad 


dress; in such cases the persons were treated as busi 
} 


nes t ads 


| 
(, HEBERITON EVANS, JR 
on cach 
of cach 
\ Edward, plat | 
Adams & Stowe, dry good st 
ers in Mich, English and 
ods, al! styles of Domestic 
(wands, il Mat jtacturers ! (ain 
&§ Fringes, Tassels, &c., &e., 233 Main street 
Adams Byros 1. & Stowe.) h. 265 Main st 
Chester. Central Row, } 325 
Ma t 
Ada & Field, grocers, 63 State st 
Adams FLD tdams & Field.) bds. 46 Front st 
‘\ Adar Jas, M., grocer, 327 Main, h. 3 Pleasant 
t 
Ada fudor, Exch. broker, 26 State st. h 
208 Maur 
Apams, Marhle Manufacturer, opposite 
| the Cemeterv. Monuments of the latest de 
yns in strictly Architectural stvle, ind let 
tering that will bear inspection, can always 
hraimed at! Manufactory Foreign and 
: Amencan Marble, Freestone and Granite, at This rule involves difficulties of application, but 
the lowest possible prices painstaking use of if in Vield reasonal! good re 
1 , } sults. In the case of the operators of boarding 
Adams Thomas, marble manufact’r, h. Windsor ane 
i ’ houses, for example, the business and home addresses 
si mav be assumed to be the same. Job wagoners were 
not sedi to } } nd 
Erva Ixsurance Company, Caprtal $250,000, equired to have asiness and 
ill paid up, and invested i Bank stocks and home addresse er t le ia ads of 
} , businesses. Some artisans operating their own enter 
ther securities, insures against loss and dam . 
, : prises trom their homes may ave een treated as 
we by fire, on favorable terms. Office kept 
I emplovees it not manv. In some cases the con 
#tna Building, N ate st nilers of the directories reported the artisan operat 
S. L. MI, Secretary John Doe, joiner, h. 12 Elm st., shop in rear” O1 
course, it is possible that my count iv have erred 
| 1 The first page of alphabetized section of in the oppesite direction: employees may have ad 
1849 chres rv cited n note to Table 1 their business addresses in director and 1) 
Note that ais tand r ‘boards at w hie — have been treated as busine heads. There r i \ 
indicates the house of the resident were not many such cases. In the later directories at 
emplovee wl ‘ isiness address is given is listed ir 
this tashior Johr Doe, bootmaker, at 12 Main st., 
h. 12 Front st But one ition here: occas ally 
one who was listed in the busine directory in the 
atter part acit lirector would be sted in the 
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quickly convince the examiner that busi 
ness addresses are not often given torem 
ployees, unless they are listed as “‘at th 
business address 

Phe original purpose in exploring these 
materials was to learn the extent to which 
the corporate form of organization Was 
used by business units Ace ordingls inter 
est centered on banks and other financial! 
institutions, on the public utilities andon 
often “ordinary 
that is, concerns engaged in re 
the 


what are called busi 
nesses. 
tail and wholesale trade, SETVICES, 
construction, mining, and manutactur 
The tiles of business concerns do not 
include people 


lawyers, nurses, music teachers, archi 


ing 


professional doctors, 


tects, and the like 


and farmers (of whom 
there were only a few listed in the city 
directories). But the files do have in them 
any individual who operated, outside 
these two areas, a business enterprise 
large enough to have an the 
dressmaker, the milliner, the carpenter, 
etc., who had a shop, for example, was in 
cluded 

Another procedural! proble m arose in 


“oftice”’ 


the case of the business unit operating in 
several Had a corporation, 
such as a railroad or steamship line, dom- 
iciled in another city but operating a 
branch office in, say, Hartford, 
counted with the Hartford 
units, the effect would have been to bias 
the Hartiord distribution of the forms of 
business organization as a basis for for 


localities 


been 


business 


mulating hypotheses about other locali 
ties or the country as a whole. Only in 
digenous business units were counted 
Oi course, if an individual (alone or with 
others) operated an independent concern 
that acted as an agent for one or more 
“foreign’’ concerns, the individual (etc 

was treated as an indigenous business 
unit. The handling of the ‘outside’ con 
cern was not difficult for the early years, 
but for the closing decades of the nine 


BUSINESS OR¢ 


ANIZATION 


teenth century the task of exclusion was 
more time-consuming 

Perusal of a series of directories leaves 
some impressions concerning the evolu 
tion of the names under which businesses 
were carried on, and those gathered in 
this work may be worth recording. In 
Massachusetts, Hartiord, 


Connecticut, prior to the middle ot the 


Lowell and 
nineteenth century individual proprie 
torships and partnerships were rarely 

for hotels 
name that did not disclose the owner or 


except operated under a 
owners. Cases similar to the Old Hart 
ford Clothing Store, operated in Hart 
ford by J. and M. M. Merriman in 1842, 
are hard to find for the early half of the 
century. Occasionally an individual pro 
prietor would operat under a title such 
Bull & Co. or Barrows & Co., 
but a seemingly inflated firm name was 


as Chas. T 


rare. In the same period. partnerships 
usually operated under suc h titles as 
Bolles & Hastings, T. D. & S. Boardman, 
and S. Andrus & Son; but names such as 
FE. & H. Birge & Co. and Charles Boswell 
& Co., and even Burt, Sears & Co. are to 
be found. By the end of the century it is 
usual to find the word “Company” in the 
name of a business concern regardless of 
its legal form, and enterprise names en 
tirely devoid of the names of proprietors 
or partners, such as the Central Coal and 
Ice Company, are quite common 

Table 1, which summarizes the infor- 
mation on the legal forms under which 
all Hartford business units operated from 
1840 to 1899, reveals at least one trend 
that may surprise readers particularly 
those who remember the Census data 
since 1899 on the forms of organization 
under which manufacturing establish- 
ments were conducted. But sight must 
not be lost of the fact that the data of 
Table 1 relate to all, not merely the man 
ufacturing, business units of Hartford. 
The growth in the portion of the total 


jt 


corporation. This surely conforms to ex 
ctations. Partnerships, while increas 


nber from decade to decade 


the small drop from 1869 to 
lined in relative importance, 
y one serious break in this trend 
vil War period and, as ex 
that is net unexpected 
cernible in the Hartiord 


by an analysis of di 


rectories of Lowel!, Massachusetts, for 
1832, 1840, 1849, and 1859, if allowances 
are made for the essential ditferences be 

tween the two cities. Lowell was domi 

nated by the large textile mills located 
there; its business units, particularly in 
the earlier part ol the period covered 
here, were large or small-— rarely of me 
dium size. Hartford, on the other hand 
had a high degree of diversity in its man 

ufacturing and commercial enterprises 
and, with numerous insurance com 


panies, a substantial amount of financial 
l allied activities. The large number of 


an 
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private boarding-houses, d 
commodate the rapid influx of wor! 
from the farms into the mills of Lowel! 
stands out in a study of the early dire 
tories of that city. They formed such an 
important group that it was thought ck 
sirable to pres nt the analy sis of Lowell 


enterprises W ith them excluded, and that 
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Part | of 2 needs only briet spe 
comment Lhe 


in the relative importance ol the partner 


substantial increase 


1840 to astrong reversal 


ship tron 
so out of line with 
the trends of Table las n ight at 
pear. In Hartford the corporation grew mM 
while 


of the trend is not 


tirst ap 


relative importance in this period, 


TABLE 2 


TERPRISES OF LOWELI 


MASSACHI 


CLASSIFIED BY LEGAL ForRM® 


is done in Part Il of Table 2. In the 1849 
directory of the city, 73 private board 


ing-houses are listed in the **Business 


section, more can lx 


Key" while 10 
picked up in the regular alphabetical se« 


tion. Incidentally, the business directory 
123 boarding-houses controlled 


also lists 22 
by the textile 


these boarding-houses were not treated 


as separate business units 


and allied orporations; 


in Lowell it was the partnership in both 
cases. however, it was what might be as 
the 
grew. In the more cosmopolitan city, the 


sumed to be larger business that 


corporate form was utilized; in the mill 
center dominated by the existing big cor 
porations, the partnership suthice d 

An analysis of the business enterprises 
of San Francisco also helps in the inter 


pretation of Table 1. relating to Hart- 
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wad a slightly 
Inits per 1000) 
s for the two 


an Francisco data, 
with those of Hartford 
als for the West 
ance on the part 


on both 


propr ship the 
haps it is sheer accident 


cT 


perce! taves of San bran 


! 


ost identical with those of 
ISS9; but one might expect 


‘ 


activities to be passing through some of 


‘frontier city with diversined 


the carher stages experi need by a city 
that had had a broad de velopn ent ot its 
ustry, trade, tinance 
institutions 
Classification ot the partnerships ot 
Hartford, Connecticut, on the basis ot 
the number of partners in ea h firm per 
haps throws a little light on this type ot 
ness organization during the nine 


lable 4 shows such a 
lor Lowel] 


hetween IS32 and 1859 was also con 
structed. As might be expected, the two 
partner tirm dominated the partnerships 
more there than in Hartford 

Phe significance of the development o1 
the multipartner firm cannot be ap 
praised without more work on the Hart 
ford materials. Merely a few illustra 
tions, somewhat contradictory, can be 
cited at this time. The five-partner firm 
of Pratt, Whitney & Co., manufacturers 
of machinery, appears in the 1869 dire: 
tory apparently without any forerunner 


y two partners were as follow 
96.9. 1849, 97.7: and 1859, 90.3 
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ford. Polk's directory of 1890 for Califor. the yo 
nia gives the same sort of information on 
! re inits that to be found in the 
Hartford, and Lowell directories already 
ted The tudy of the San Frat co 
‘ mits } S00) wa nowever, a 
mucl iver operation than that ot the 
Harttord ot for the 
West Coast ty had 12,121) business 
nit n contrast with only 2.618 found 
Hlarttord ©) rse, San sohada 
nuch larger populatn than Harttord teenth entury 
peop! contrast with classification. A s 
TABLE. 3 
| RPRISES OF SAN CALIFORNIA, 
CLA BY LEGAL FoRM® 
Are ‘ ew thet 
about 53.0008 Hartford | 
population, tut the 
cities are remarkably close 
Comparison oft 
given in Table 4 
of ISS9 Table 
(oast city a yvreat 
nership and a sma a 
the ? lividual 
that he 
‘ are al 
The percentages of the total Lowell partner 
thety nated Stat 12 and 13 1832, 9S 1, 1840, 
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in the 1859 directory, and almost imme 
ompilation of the 1869 
July 1869) the 


diately after the | 


directory (that 1s, ot 


partnership was turned into a corpora 


tion. Another case of a large partnership 
is that of the members of the Jewell fam 
ily, who in 1869 had a five-partner firm 
operating under the name * P. Jewell & 
Sons,”’ for the purpose of manutactu ing 
belting. In 1879 and 1889 a partnership 
of the same name had four and three 


partners, respectively. But by ISS9 at 


sINESS 


RGANIZATION 


Phe partnerships bearing his name (two 
and three-partner firms involving him, 
his sons, and George W used the 
corporate form not for their main activi 
ties but to develop some of their side in 


Root 


later have become 


difference be 


which 
dominant. Perhaps th 
tween this and the Jewell case lies in the 


terests may 


original purposes of the partnerships: the 
Jewells started as manulacturers, and the 
Dunhams as commission merchants. -\s 
indicated above, these cases prove noth 


TABLE 4 


PARTNERSHIPS IN HARTFORD, CONNECTICUT 


1842. 99 


CLASSIFIED BY NUMBER OF PARTNERS® 


1849 145 100 
1859 21 1K) 
1879 209 100 
100) 
1890 4/8 


least four corporations also existed to 
carry on what had been parts of the old 
partnership activities, and one of these 
corporations had the original business of 
belt manufacture. Perhaps the partner 
ship remained in existence as a “holding 
company’ to preserve « ontrol of the four 
corporations 

It must not be assumed that the larg 
est partnerships were the most powerful 
and that the original main business of a 
partnership eventually was handed over 
to a corporation. In point here, is the 
evolution of the Hartford partnerships ot 
1859-89 that around Austin 
Dunham, a wool and cotton merchant 


volved 


ing; they only indicate the nature of the 
materials that must be explored in an ef 
fort to explain the nature of the multi 
partnership development ree orded in the 
study of successive directories 

hose who have examined the above 
tables particularly Tables 1, 2, and 3 
will doubtless wonder how they tie in 
with the Census data on_the types ol 
business organization under which manu 
facturing establishments have been oper 
ated. Such data were first presented in 
the volumes containing the 1900 Census 
The fact that the Census materials were 
gathered on the basis of the establish 
ment, while those ot this study relate to 


I 2 Pamrnee Pamrne es 4 S 6 Pam 
0 116 87 2 16 120 0 ov 1 os 0 oo 
132 R52 19 12 3 4 26 0 00 0 00 
178 R17 32 147 6 28 1 0 5 1 
0 248 8) 1 45 149 7 23 ? O7 0 00 
268 0 10 0 § 1 3 0 
265 aS 8 35 11 3 7 ? 06 0 00 \ 
0 373 87.1 44 10 3 6 14 5 12 0 00 - 
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the inflated tigures of the earlier 
Since for the present study a defi 

ion of manufacturing reasonably close 
the current one was used, the 1900 
figures were revised further by 

gv Six more sul oups of the in 
ssification wse “adjusted 
Ires appear in Part I] of Table 
with other Census figures for 

the character of ownership in 

ifacturing establishments 

iwures ot! the ownersh of business 
‘states of California 

given in Part II oi 


n with my data on 


an | rancisco 
data on the 


1 by the 1900 


} 
hiigures the 


manufacturing establish 


lor San Francisco the Census re 
1.748 manufacturing establish 
in 1899 and for Hartford 322 at 
! ame date.” My totals for these cities 
1899 and appear somewhat large, but the relation 
happy ships between each total and its parts ap 
pear very reasonable when projected 
against the other sets of percentage sin 
rable 5 
I he al fures on business con 
ted, for several rea 


those on business 
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the | me concert hy i not be ar ab 
important source of error in intercity dat 
comparisor for n general, all the nit 
plant ola nwithina ty or te 
were treated a neesta ent. More 
ver, for larger territorial areas around — « : 
the turn of the ry error d 
eompoar or 4 or } 
pa would t t 
ore nec it Was the very nusual mat 5 
ttacturer Who operated more than one 1s 
esta hment Phe greatest ditheusty mi 
es not in the e ot the establishment ir 
the one tance and the « ut rh the est 
ther burt trie nit nial al 
ered part of manutacturing when the the business concerns ol P| 
j t t ther Were and Hartiord Phe only cit 
t soi ed in the Manufacturing matter at hand provid i777! 
Cer f 19054 Purthermore, at the Census volumes are 
to have bee: properly ce 
fact « dW re 
early tig the 
mia ny Compa between 
1O04 and the Bureau w 
} 
| 
( 
1) 
* sons, to be larger than 
pr it’s rm t i 
| A ‘ Fable § t} ul e. The Census Bureau would 
| i ‘ ve decreased the t establishments int Uni 
\ Vil ira r of ; 
\ Times: tall ‘ ies See 1 te to 
VII in Bureau e Census, Manufacture 
4 ent | ting Was gtor 
\ 4 l'art I and 22 here, tor 
‘ I etota ero! manutacturing estabushments i 
the United States is given as 207,562 
§ is af 
*HKureau of the is, Manufacture 1W05 
t ent Printing Office: Washington, D.( 
gt ( tse 1907), Part I, pp. 502 and 370 
i 
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In al THoss Not 
<H 
Pract, Dat T)aTa 
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Tot I bet Tota 
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California, 189° 
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§ Per ok t If nu the ated 
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The were ¢ the ficat a 
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Pp | rited ahove “Cottor 
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++ Per esfor€a and of the Census me 
rom t ‘ es snd fifteen sub 
nen? 
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with establishments namely, on my ad 
ent of the figures of the 1900 Cen 


1899 data for selected in 
the 1905 Census 


borne in mind that 


loser to the data on busi 


ness concerns. The first point to observe 
s the relationship of the data of the two 

i s for the United 
“tates: individual proprietorships appear 
relatively less important in both Califor 
nia and Connecticut than in the country 
as a whole, while the corporate form is 


states.’’ The second point to note is the 


relatively more important in those 


re lationship between the percentages for 


Hartford and those tor Connecticut as a 
\s would be expected, the ind 


proprietor hip is relatively less 


tant for the city than for the state 


.tnership is also less important in 

tv than in the state, but the differ 
significant, and no a 
priori grounds suggest where the partner 
might be « xpecte d to be more impor 
finally, the corporation Is, as 

id be expected, more important in 
city than in the state."* A parallel 
arison between the figures of Table 
Francisco and California as a 
seems dubious in view of the dy 


situation in the state at that time 
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establishments. The Census Office almost 
certainly adhered more strictly to city 
did the cor pilers of directories ofter dustries presen | 
inxious to inflate the egos of the city in volumes. It must be I'_' ' 7777777! 
. habitants In the second pli ¢, a busi- the adjusted” tigures are more compre 
re concern with an office in the citv and hensive than those for selected industries 
factory bevond the city limits would and are thu: [ii 
perhaps not have beet n the Census tab 
ition but would certainly have been it 
the ¢ nt of ne enterpy cs ack 
from a city directory. Third, it must be 
admitted that the dire tories did not pro 
\ itficient niormation te rmit the 
facturing than retailing.” Finally, it is {tes 
me of the all concerns that mine 
| tor t! Cer is Was 
apment of the factory system in the} 
| 
Study ot the percentages ol Fable § | 
} 1 ow rntrate lor t he freures tor 
concern | i! | or two rows of 
data eacl ection f Part Il, dealing 
i | 
\ 
Vil f 
1) 
‘ roenmtage tytures based on estal 
| | ies based 
: ure er tag Part I th the United State 
‘ s [ease the adjusted 198) Census hg 
g ut the San Fra ~ lata re 
vA te to 1890 and that the rapid deve ent of the 
West i the next decade ver lved a 
\ f as of ( i ts of Ha rd percentage 
4 l tages based the adjusted figures of the 1900 
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and in the absence of information on 


in San Francisco about 


either concerns 
1899 or establishments in California in 
1890. A third point involves the relation 
of a rather highly industrialized and de 
veloped area to a more newly organized 


and less s pphistie ated one. The inter itv 
and the interstate show, 


omparisons 


again as would be expected, an extensive 


use of the corporation in the industrial 


inity that has developed its 


ized comm 

legal institutions, in such areas the indi 
idual 


proprietorship tends to have a 


\ 
less important role than elsewhere. 


Po push back further in time the count 


of manufacturing business concerns is 
not very feasible because of the difficulty 


ing the term “manufacturing.” It 


would, for example, be most diflicult to 
decide which bootmakers and shoemakers 
of an earlier date should be called “*man 
ufacturers. The same is true of saddle 
and harness-makers, milliners, clothiers, 
ete » task does not appear to justily 
the results, and, even if it were done, 
there would be no tabulation of the char 
acter of ownership in the manufacturing 
industries comparable with the Census.ot 
1900 that could be used to check the reli 
ability of the work. Table 5, thus, must 
stand as the most complete means for 
judgir o the signiticance of the campila 
tions from the directories 

Fables 1, 2, 


amined for the purpose of formulating 


and 3 may now be re-ex 


some hypotheses concerning the changes 
in business organization in the 
decades prior to 1900. A rise in the rela 
tive importance of the individual propri 


seven 


etorship when mere lv the number of 


business concerns is considere d seems 
reasonabls clear for the 1832-89 period 
For the last decade of the century there 
are some signs of a tapering-off of this de 


velopment, which in manufacturing at 
least appears from Census data on estab 


$85 


lishments to have been definitely in the 
opposite direction after 1899.% The de- 
clining relative importance of the part- 
nership and the opposite trend for the 
corporation seem equally clear in the 
1832-89 data; the last decade of the 
1800's may have witnessed some reversal 
of this trend, but subsequent Census 
data on these two forms of business or 
ganization in the manufacturing indus- 
tries suggest a revival of the earlier trend 
about the turn of the century.” 

The changing emphasis upon the vari- 
ous legal forms of business organization 
observed for Hartford is probably fairly 
characteristic of the older nineteenth- 
century centers of diversified industry 
and finance. But, for the country as a 
whole, the corporation surely has been 
less important and the incividual propri- 
etorship more important than the Hart 
ford figures suggest. The small businesses 
of the younger industrial communities 
and of the towns engaged primarily in 
supplying services to farmers might be 
expected to have been organized as indi- 
vidual proprietorships, while the larger 
business units there would likely have 
been partnerships rather than corpora 
tions 

The small relatively undiversitied in- 
dustrial community both old and new 

may also have a history of business or 
ganization unlike that of Hartford. Per 
haps the situation in Lowell from 1832 to 


tapering-off is suggested by ‘ 


tigures ol 


is for mManulacturing in 


me, records a slight continuance in the 
mportance fc 


The Cer 


individuals in the United States, expressed as per 


the individual propnetor 


sus figures for establishments operated 


stablishments 
Thirteenth Census of the United 
Wanufactures, 1409, p. 135), 
- 1914, 51.6 (cor 

of the United 
1419, p. 108), 


the total number of ¢ were 
1899) 62 58 
Vol VIII 
1904, 52.7 (ibid); 1909, 52.4 (ibid 
puted from data in Fourteenth Censu 
States Vol. VILL: Manufacture 
1919, 47.6 ‘thid 


= 
| | 
The 
Table 1, but 
growth of 
| 
Po See the various citations of the previous note 
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1859 was characteristic of such places, tor 


a re 


latively smal 


organized 


poration pr Vic 


Theory 


activity. 


rations prew in 


t 


the ar 


al 


such 


| number of large enter 
at an early date as cor 
led the nucleus for eco 
hese dominating corpo 
ze rather than in num 
esses) in 

iZ¢, they 

individual proprietor 


ices, individual propric 


formed an increasing 


corporation a decreasing — trae 


total nu 


mber of business units 


the corporat nm gained wide spread 


nth cent 
ts operate 


evidence 

an undue amount 
seems worth while to 
The Hartford and 
business con 


of the 


irv the fraction of busi 


das corporations in the 


ndustries was anvwhere 


as large as the 
| businesses exclud 


and the prot ssions.! 


7 per cent of the manutas 


ents of 1S99 were oper 

and since it Is not 

as svnonvmous the 
the concern ot 


reasonable to suggest 


that about 4 per cent of all of the busi 
ness units of the country (again exclud 
ing agriculture and the professions) were 
int orporate d. On the basis of the various 
relationships that have been presented 
throughout this article one final guess 
may be made by 1835 the portion of the 
business units of the country that were 
operated as corporations may have been 
as high as 2 per cent 

Speculations concerning the use of the 
noncorporate forms of business organiza 
tion could be made similar to those ven 
tured for the corporation, but perhay 5 


enough has been said until economic his 


torians shall have been able to supple 
ment with additional precise information 
the data otfered here 


1000) Ce 


Cer 


prises, 
ber, 
number, but 
were organized @ 
hips 
torships 
ith. 
acceptance for sma t ‘ 
lo vo further | 
may appear to ins 
of guessing, but it 
pecu ite a tit me 
he Sar an figures 7200) « 
an brane » tou The Sa gu 
er cent of al mcerns were it rated. w ‘ 
cerns ivgest that at the close snufacturing industries 12.9 per cent were ir 
netee rporated The parallel tgures for Harttord are 
‘ ul 
ae er cent and 27.0 per cent. Cf. Table Sand § and 
. e Tables 1 and 5. The ggested relatio ps of 1:2 
arfraction tor. | culty of Gehning manuractur g in anything 
parable tern u fa ng any such 
nce about 13. carly Hartford and the Lowell data into manufactur 
turing esta hye g and nonmanutacturing groups 
ited Vy COT] at * The 13.7 per cent is based upon tv gures re 
lable 5: the percentage for the as re 
esta hment ar 5 } 
' vised by the Bureau in 1905 and the percentag 
time, it is probably NIE puted from my adjustment of the IIEMhsus data 
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I. INTRODUCTION 


If, in the market for a certain good, a 
price is established at which there is no 
excess current demand, or supply, then 
we say that the market for this good is in 
equilibrium.2 When the markets for all 
goods in the economy are in equilibrium, 
the economy is in full equilibrium. 

It is generally accepted that, in this 
sense, the implications of price theory re 
veal forces making for full equilibrium. 
This paper will endeavor to show that 
the introduction of the concept of price 
stabilization, as a consequence either of 
speculative trading or of government ac 
tivity, does not change these implica- 
tions. However, starting from a disequi- 
librium situation, the forces which bring 
about full equilibrium no longer involve 
only price changes but also changes in 
the aggregate income of the economy. 
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of Chicago 


And, though this implication is common 
for all cases of price stabilization, the 
form of readjustment differs in impor 
tant particulars according as we posit 
fixed or flexible money wage rates and 
according as we concern ourselves with 
one or more price-stabilized go« 

The results of an analysis of these com- 
bined possibilities can be shown to en 
compass the standard theories of income, 
employment, and money. That is to say, 
by simply adding a single new concept to 
those already employed in price theory 
that of price stabilization*® we are in a 
position to make the necessary exten 
sions toward a theory which comprehends 
both price theory and macroeconomi 
theory in its main varieties.* 
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lations of the Keynesian theory 
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if 


inique acteristic of “ 
On the other 
nd, the Kaldor notion of price zation dis 


nses with the peculiarities of 
for the of 
tributes this directly to price 
\t this stage of the analy 
slight, but the Kaldor notion is not only simpler, it is 

moreover, be 


money irce ol 


st 


as a st 
stability intere and, instead, at 


ilizing 


ifference 


rate 


peculatior 


stab | 


sis the d may seer 


as we shall see, more accurate and car 


applied to any good in the economy 


4 Though not discussed in this paper, an analysis 
of the implications of interregior al trade along the 
lines to be developed would accommodate the Neo 
of 


Classic gold standard and the modern balance 


payments mechanism as special applications 


487 


* 
1 of this single concept j 
vocal efiects 
hich often give the 
nal 
Va t ‘ 
nr ' 
‘Many of the eas in this paper of] ‘ 
immary a! evelopment of th ‘ hat 
Multiplier put forward by h onvii h money is pre | 
highly original article, “Spe sente goons. Thi 
ti 
tability,”’ Revee f kconom rate ‘ } 
en 
am much ebted to Al yy n 
Lewis, Oswald Brownlee, a cf 
important suggestions and crit ha . 
man’s Incisive questioning led 
eral crucial parts of the theory t « 
Gregg Lewis was particularly 
the ideas and making the } mle 
than it would otherwise 
In regard to the 
a depletion, or accumula || 
to include those case 
Lin dates 
supply with ete 
any tendency 
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Price stablization may be a result of 


either deliberate policy Or sper tlative 


common a 
It is 


government 


activity” The former is too 
phenomenon to require ¢ laboration 
exemplitied whenever the 
maintains within limits the price of any 
commodity by intervening or the mar 


ket, as a buyer when the price tends to 


fall and as a seller when it tends to ris 
On the other hand, the price ot a good 
is stabilized by speculation il specula 
demand for stocks ot that good to 
* Since, for the pur 


tors’ 
hold is highly elasti 
pose of the analysis which follows we may 
regard government intervention to main 
tain a constant price as a limiting case o! 


ay bether 


demand 
pexpecta 
for 


sance 


changes 
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price stabilizing speculation, vi where 


the elasticity of speculators’ demand for 
the good in question 1s infir 

\ brief outline ot the course to be fe | 
lowed and the st ape of the conclusions to 


he reached may help us to keep o ir bear 


ings in the analysis which follows this 
section 

Section [I] takes the first step toward 
veneralizing the already familiar concept 
of the Multiplier. In that section we as 
sume tixed money wage rates and contine 
ourselves to only one good in the econo 
my whose price is stabilized by specula 
tion. Apart from price stabilization, no 
new concept or proposition unfamiliar to 
standard price theory 1s employed. The 
yeneral conclusion to be stressed in this 
section is that, for most kinds of initiat 
ing disturbances, the implications of 
price stabilization are income and em 
ployment destabilization 

Section [11 demonstrates that the as 
sumption of flexible rather than fixed 
money wage rates does not change in any 
fundamental manner the formal results 
of the preceding section. Since full-em 
ployment equilibrium is a corollary ot 
flexible money wage rates, changes in 
money income no longer reflect changes 
closed 


income (in a economy 


in real 
but only changes in the price level. The 
notion of the Multiplier is still retained 
as a measure of the change of money in 
come required to ¢ stablish full equilibri 
um once more, only now its magnitude is 
seen to dep nd upon the degree of sub- 
stitution between the price stabilized 
good and all other goods rather than 
upon the real income effects assoc iated 
with fixed money wage rates 

Section [V introduces more than one 
price stabilized good into the economy. 
The chief conclusion is that, provided the 
prices of the relevant goods remain high 
ly stabilized, the economy may appear to 


| 
| 
Some stabilizes price suit ot both 
For instance, the establishment of certain rates ol 
terest may reflect central bank policy or treasury 
pricy However, given also ur hanged expectat ns 
jlators in securitic any attempte faiteration 
terest rates meets with resistance from the mar 
1 ket. Thi eans that, once any new rate | estab 
: hed, the authorities may rely to a large extent on 
Ry market forces to hold it steady 
‘ ‘ * Actually, no matter how elastic 1s th 
to hold speculative stocks of a good 
t a price rise once we mane all 
hange n price expectations in response 
’ i the irrent price the etlect may be price ae 
Kaldor use 4 simple measure of the degree ol 
price Stabilization, S el n), where ¢ is the 
elastmaty of ae und to hold speculative stock on 
the a i pt on of unchanged price expectat or 
‘ " the elasticity of p ¢ expectation 
Clearly, whenever m is greater than unity, the 
va f Nis negative, which indicates that specula 
destalnlizing. For speculat to ln 
talslizing t egree, m must be less than unity, 
al ‘ t he greater than zero— where ¢ taken as 
prositive fora Sara oping cemal irve 
The gree ot price stalnlization, S ineflect no 
I ¢ tha he resultant elasticity to hold stocks 
alter recting tor the etfects o nduced changes u 
ree expectatior Kelerences n the text to the 
clast ‘ al toh speculative tocns are 
to be interpreted as this resultant elasticity of ce 
‘ 
In all cases, unless otherwise stated, we shall be 
neerned only with highly price-stal izing specu 
at shere th resultant elasticity of demand 
‘us high relative to the elasticity of excess current 
‘ and for the good in questior 
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be in full equilibrium inasmuch as forces 
acting to change the level of income are 
negligible, whereas the situation is po- 
tentially one of disequilibrium inasmuch 
as the current market for each of the 
price-stabilized goods is in disequilibri 
um. Since the resources of speculators are 
finite and they cannot, via dishoarding or 
hoarding of the price-stabilized goods, 
continue indefinitely to stabilize the 
prices of these goods, this apparent equi 
librium is referred to as “temporary equi 
librium.” 

Section V brings into the theory the 
financing of price-stabilizing speculation 
In so far as the banks are involved, they 
can convenientity be treated as specula- 
tors whose activity tends to stabilize the 
pric es of short-term bonds. To treat them 
so implies the fultilment of a condition 
which, in general form, states that the 
market for any price-stabilized good may 
be used as a source of financing specula 
tion in other such markets, provided that 
the price in the former market is more 
stabilized than the prices in the latter 

Section VI attempts a brief compari- 
son of the Neo-Classic and Keynesian 
theories of money and income on the 
basis of our analysis. The crucial point of 
departure of the latter from the Neo 
Classic system is taken to be the assump- 
tion of stabilization by speculative ac 
tivity of the prices of securities. For, as 
mentioned, the effect of stabilizing any 
price is a movement of the economy as a 
whole to a new equilibrium following a 
change in the conditions of demand or 
supply involving the price-stabilized 
good. 


Il. THE SIMPLE MULTIPLIER WITH 
FIXED MONEY WAGE RATES 
Effect of changes in current demand or 
supply involving the price-stabilized good. 
We postulate fixed money wage rates’ 
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in a closed economy in which total cur 
rent expenditure on finished goods is 
equal to total current income at an equi 
librium level less than that of full em 
ployment.” We further postulate that 
there exists, among the many goods pro 
duced in this economy, one good, and 
only one good, whose current price is 
highly stabilized by speculative activity 
? | confine myself to the price 
} 


sume that, tor the problems which co 


the prices { other tactors may be consi 


termined by the price of labor— the 


| variable in the short run 
* Given fixed money 


wage rates, defini 


and an schedul 
ng tull 
that position for which the real wag 


labor demanded t 


amount ot 
For a certain rang 
for which there 

bor), we are to supy 


pressure ac tin 


g on money wage rates 
the 


In so tar n, as we assume that there 
ng this 


ay be treate« 


force acting to change, al range, any po 


reached, such positions n as equilibrium 
positions. However, in so far as any such equilibriun 
is at a level of employment below that detined as full 


} ¢ the «a 


employment equilibrium (at the me mon 


rate) we call the former “‘ur 
rium.”’ 
My results are not affected if 


leremployment equi 


for the range of ag 
gregate outputs to which I contine myself, I allow 
ut so that 


vitho itp 
tant, real wage 


the general level of prices to rise 
in effect, with money wage rates con 
as employment grows 


pt he e toc 


rates decline 
Incidentally, 


these postulates with the 


there is no atter 
lacts ot the 

or to explain the facts by recourse to 

gy as ‘‘money illusion.”’ On the other hand, there car 
be no objection to using the phrase, for lack of a bet 
y po tulat 


ter one, to summarize n 


° Allg whose prices are ‘tabilized by 


tion (or by institutions similar in their effe 


be referred to from now on as “price 


goods.’’ All other goods will be referred to as “cur 
rent goods 

It may seem, on first thought, that the price of 
labor is being stabilized by speculative activity, but 
this is an approa h less useful than the postulates of 
the labor market set forth in the preceding footnote 
Moreover, such an approach would be inconsistent 
with the 
viz., that, in the face o 
mand for the good in ques , nables 


price and the current output to 


distinctive teatu f price stabilizatior 


changes in the current ce 


both the 


naintained 


factor usually 
ae 
rin terms of reai 
t equilibrium as 
erate equate the 
the amount supplie 
f employment lower than this 
verefore, an excess supply of la 
e that there is no downwar 
ir ho 
n | 
lize: 
= 
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ment lor spec ilators t 
CCODOMYV Is once 

The total re 
income divided bv the value of the initial 
shift of demand gives us what we may 
call the “A-Multiplier.” In the limiting 
case, in which the price of .1 is perfectly 
stabilized by speculative activity during 
the rise the income level to the new 
equilibrium — the adjustment being 
brought about solely by the increase in 
the current demand tor -1 associated with 
the rise in the level of real income — the 


Multiplier will have a value equal to the 


iprocal of the marginal propensity of 


the community to spend on 1 
ing as the degree o 
initv, the price of 
and the value ot 


lier will be smaller than the above 
a tall in the price of A also leads to an} 


crease in the quantity of A demance 


E. 
Wo herea ie nv with no price demand for A, additional incomes are 
tal) ed nv hangs ' nent entireiv on current ¢g and the 
rrent demand or supp eave una level of income will rise indetinitely, pro 
tered the e rium level of income and vided speculators continue to stabilize 
- employment, the introduction of a single the price of A 
= has the etfect (once wea lor an in me etiect on 
that response autonor The irrent demand for 1, the rise in the 
chit i new ¢ level of it equilibrium level of real ir me is deter 
slovment determined miinate In the event ot periect price 
| ; os 4 ftin the current ce stabilization, income and employment 
mil sta lized good case to rise, once the increment in the 
lor t the tirst instance in a net in current demand for A, associated with 
| rement of income to the economy equal the rise in real income, ts equal u value 
value to the initi shift in demand — to the initial excess current supply of 1 | 
fret 1 tt myplic im increase u Since the « rent mariet tor is back in 
the det for current goods and there equilibrium, there is no further induce 
ry ore aol engaged inh 
their ps tion, without anv equivalent 
t the incomes of those in the 
tr nec, with a negligible ce 
clin the current price ot A its cur 
trout maintained despite the fall 
rrent demand for it, inasmuch as 
later are thereby nduced to ab 
i rio the now exces rrent output 
i li the rise in the level of real income is 
ompanied by no change in the current 
\ccord 
declines 
e Multi 
ce 
With fixed money wage rates there are tw 
eee the short run consists more of | ? 
ent 4 4 ‘ rA } } erive tr hanges 
tex ‘ ta ue here a nitial gap be 
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An autonomous increase of the supply 
irve for 4 by producers has a similar 
effect. The excess current supply is matt 
tained in the first instance by the hoard 


and therefore ar 


of speculators 


ise 
the level of real income whieh uitimately 


provides that incre: in the current de 


mand for 1 hn order to 


«iis 


pense with any further hoarding of the 


1 by speculators 
ot the hanges dealt 


hift in 


two ¢ 
demand away trom 


and toward A and an 


reduction of the current 


current goods 
autonomous 
supply schedule ot A will result, in a 
symmetrical manner, in a fall in the level 
of real income 


Now 


there are disturbances to full equilibrium 


Chanees in aggregate demand 
other than those treated above, where, in 
the absence orany pr stabilized good, 
the level of real income may be « hanged 


namely. changes in the aggregate ce 


mand for finished goods. It is just here 
that the existence of a price-stabilized 
good, A, will impart some sort of stability 
to the level of re al income 

lor example, in the absence of any 
price-stabilized wood, a rate of Excess EX 


yo nditure over income will, while it con 
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tinues, cause the level of | to rise at 
that rate. In these circ 
troduction 
into the economy 


me to the value of the A 


of a price sti 
limits the rise in the 
level of real inc 
Multiplier, provided no part of the excess 
expenditure falls upon in the tirst in 
stance. This limit ts gre 
the initial excess aggregate demar 
Where 
the rise in the ero 

It is to be noted that in these cases a 


upon 1 it falls entirely 


level of Income ts 


movement of the level of income accord 
ing to the Mr r creates a disegui 
librium in the current market tor A, se 
constituting a drain on speculators’ re 
sources while the excess agyvregate le 
mand continues 

There are limits, 0 uurse, both to the 
resources oO! speculators and to those ot 


the public 
ates tirst, the level of real ink 


Where the latter limit Ope4r 
ome returns 
to its previous equilibrium in the event 
remains perlectly 
that it is 


return to tts 


that the price ol A 
to the extent 
than perfectly stabilized, the 


stabilized 


previous equilibrium is more limited 
Thus. in the extreme case,.when the for 
mer limit operates first, the level of in 
come ceases Lo ¢ hange only after the pul 


lic ceases to spend in excess of income: i 
does not return to its previous level 
Autonomous revisions ore per lations 


\Whereas an autonomous change 


current market for .1 induces changes in 


the Spec uialive market for A in the proc 
ess of reaching eq ilibrium in both mar 
kets, here it is the autonome 
the 
changes in the current market 


Is hang 


spect lative market which 

For example, an upward revision of 
the « Xper ted future price of A results in 
a proportional rise in the current price of 
1, since the amount held by speculators 
is tixed in the immediate short run. At 


this price the current market wi!l dispose 


current output 
Phe converse 
with, a 
total « ent exm ire t take ace It 
n 
i i ent et ¢ sta! ty to be re 
nsible tor ect re in the level of real incon 
if i erashitt ‘ i may 
1 t 1 tv ka th. . 
rent arket for A w he reache more thr ch 
hanges in reali e and less through a tments 
the price or quantit 1, (1) the higher the ce ; 
wrens fy e sta ' 1 2) the ther the ma 
nal to six A Lorter the 
perio ncome propagation, and (4) the lower the 
clast ties ol Irrent ‘ and ane sche 
ef 1 (for the lower these are, the further will the 
irrent price 4 hav to change thy equ 
n the A wrket to he reached by price change 
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nut, which, as the 

is absorbed into the 

ilators. But the gradual 

rrent price of A to its pre 

ked as the excess cur 

ples a primary increase ol 

in the usual way, a rise in the 

income and employment accord 

ng to the Multiplier. Hence, the autono 

rie rise in the expected, and therefore 

current, price of A is largely maintained 

as the result of a rise in income and em 
ployment to a new equilibrium 

Che analysis" is quite symmetrical for 


site movements of prices and in 


m parison with “The General Theo- 
r It should be clear that the 
Keynesian Multiplier can be derived 


from the special case in whi h long term 


how 


homds are the only price-stabilized good 
in the economy and the price of these 
honds, and therefore the long-term rate 
of interest, is completely stabilized 

lf the price of long-term bonds were 
determined solely by current forces, it 
would respond in the usual way to shifts 

current demand and supply without 

y effect on the level of income and em 
ployment. Only changes in aggregate de 


wand would, while they pe rsisted, cause 


\ the exp | ure price 


a continuously rising, or falling, level of 
income and employment. 

Granted the price of long-term bonds 
is highly stabilized, we can translate our 
results into Keynesian parlance. Shifts in 
the current demand for bonds can be in- 
terpreted as changes in the average pro 
pensity to save (or consume); autono- 
mous changes in the current supply of 
bonds as changes in the rate of invest 
ment 

An increase in aggregate current de 
mand fits the case either of an attempt by 
the public to reduce its liquidity orofa 
budget deficit with the government in- 
creasing the quantity of money pari 
passu with the rate of deficit. If the det 
cit were financed through sales of long 
term bonds to the public, it would fit bet 
ter under an autonomous increase in the 
supply of bonds. We have already no 
ticed that an increase in aggregate de 
mand -involves a continuous drain on 
speculative resources, since the Multi 
plier determines a level of income and 
employment at which there is an excess 
current demand for bonds and hence a 
persistent tendency for their price to rise 

On the other hand, an increase in ag 
gregate demand, but only for the price 
stabilized good, is equivalent to an open- 
market bond purchase by the govern 
ment or the banks. This operation has no 
direct effect on the level of income and 
employment; but, while it continues, it 
exerts an upward pressure on the price of 
bonds. 

Finally, there are autonomous revi 
sions of the expected future price of long 
term bonds, largely maintained through 
the effect on the current demand for 
bonds of induced changes in the level of 
income and employment. The Keynesian 


equivalent is changes in the schedule of 


“liquidity preference.” 


$9? ' 
Come 
© hae tent with the other parameters of the 
For example, ® sard revision of the ex 
' 1 may be se low that the pre 
‘ { in which event 
ers 4s a price-stabilized good 
mited to arange of Vanation in 
hich fixed money wage 
intained Tar constant. If the 
me the mediate 
itive market, is such that, in 
turbance, the new equilibriun 
if the range mer 
sage rates break down, the 
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FLEXIBLE MONEY WAGI 


rrent deman 


te A.- Where mot wage rates 


} 
for the economy asa 


of full employment 


or autonomous changes in the suy 
1) give rise to changes 
come whi 


into full equilibrium 


money 


nomy 


This is because the price level of 


woods changes 


the 


ices substitution in 


current relative 


price of A, which ind 


consumption and in produc tion” as be 
tween current goods and A 
For example, a in current demand 


away from .1 toward current goods im 
plies an increase in income s earned in the 


production goods without any 


ot current 
appreciable reduction of incomes earned 
in the production of A, since sper ulators 


absorb the excess current supply with 


the 


nceomes are 


only a “negligil 


Once the additx 


price 


spent, prices of ct ds will rise. 
But with the price ot 


sumers Will begin t 


titute lor cur- 


rent goods, thus increasing the demand 
for A at the expense irrent goods. 
Simultaneously, lal ctors 
begins to uction ol 
1 and into t! 

thus rec 

favor of all othe 


price level, none! me, 
risen to determi ate le 

ects will have in luced an addi 
tional current demand to meet the 


current supply curve ol A 


tution 
tor Al 
now higher 
at a price equal to the current price as 
stabilized 
for A. 

Lhe then, is liminate, 
substituts 


through sumption 


and production side! the nu itial excess 


1 throu 


level of all prices other than the price ol 


current output of gh arise in the 


A rather than (if A were a current good 


a fall in the price of A with other prices 


relatively unc hanged.’ The higher this 
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Ee. Hence, the intro 
duction of a price-stabilized good, <1, 
means that shifts of demand involving .1 
al 
i), 
| 
at inlikely t ev Wag rat re 
money Wage rat vill remain stable. Even u) this - 
irgument wer cou ppose that th 
price ol the g was stalilize y government i in 
tervention Nevertheles without government inter ve r I text? 
vention, flexible money wage rates are Clearly ¢ te ‘ tha tlie ' I ut r in the 
patible with price tal ing t iat t! ‘ ‘ 
ases in which the ¢ sin question are claims to & Once the price level chang t i ed 
amount in ich as bor that the current tput ica \ 
. | hanging, in the same «it e, the prices of fa 
equiboriut in the labor maract ts un juely 
ep ne at it Ol at the | ict rrent g 1} ‘ 
manded is equal to that suppine it a given fea the +t 
iw This eq iu il-employment ed by the degree i the he cur 
equilbriun i ch as any une! ved labor 
q i } a rent sul irve {i theg ra verment 
that equiubr wage rate is Voluntarily une 
J i} curve t 
ploy 
Should tt ‘ if hance narea sage rate The is ferent however 
for which there is an excess supply of labor th as ta ed goods 1 jue are i t ixed 
sumption of Hexiole ney ave rat« amounts o one for the mone pay 
a downward \ ent of mor sage rate hict ment for any given r rom ber moves 
could be taken as an endeavor to ver real wage parallel vith the general! price evel gy as bond 
rates prices fe a perie thy talnuzed. equently, 


$94 
cle yree tutior 
tion and production side, the smaller 


be the rise in the level of prices an 


money income necessary to restore ful 
equilil 

I conclude, then, that flexible money 
wave rates give an income Multiplier 
which depends on substitution etlects 
rather than 
rates) on income effects, involving A 


Where 


as, in the absence of any price-stabilized 


as with fixed money wage 

Changes in aggregate demand. 
goods, a divergence between aggregate 
expenditure and income will result) in 
changes in the level of money income, the 
introduction of a price-stabilized good, 
1, imparts, in a manner analogous with 
that of tixed money wae rates, some sort 
Thus, the tendency 
of excess current expr nditure to raise the 


of income stability 


prices of current goods IS ¢ hee ked by sul 


stitution in favor of .1,'° whose price, we 
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e for the moment, is perfectly 


stabiliz d 
Once excess current demand for A be 


comes equal to the initial excess current 


exp nditure, there is no further rise in the 


price le vt | of current go ids W he cc. how 


ever ce of A is less than pe rfectly 
stabilized, its upward movement in this 
situation allows the price level of current 
goods, to that extent, to rise further 

(ft course, resources at the disp sal of 
speculators and the public are limited. Ii 
speculation ceases to have any further 
stabilizing influence on the price of 1, ex 
cess current expenditure will proceed to 
raise the general price level unchecked 
If, on the other hand, excess expenditure 
ceases while the price of A remains sta 
ilized in some degree by speculative a 
ivity, prices and money income decline 
until the current market for A 
more in equilibrium. Where the price of 
Are mains pertes tly stabilized, pric es and 
money income fall back to the level es ; 


tablished prior to the excess expenditure 


is Once 


Autonomous revisions of expectations 
An autonomous revision of the expected 
future price of A will result in a determi 
nate change in the level of prices and 
money income. For example, if there is 
an upward revision of the expected future 
price of A, the immediate effect being a 
rise of the current price of A by the same 
proportion, an excess ¢ urrent output re 
sults which is absorbed by speculators 
This implies additional money income 
and an upward movement of the price 
level and money income until substitu 
tion in favor of A brings the current A 
market, and thereby the whole economy, 
into equilibrium once more. 

Comparison of fixed and flexible money 
Although the Multiplier 
with fixed money wage rates is usually 
associated with income effects, there may 
also be substitution effects promoting 


age rales 


\ 


mp- may 
| 
there ar hift in the demand, or up 
| perfect, the mtinued hoarding, or dishoarding, ot 
bot be a panied by some change in their 
e towa the equilibriur given by the current 
ile i! he hes for bonds 
not any nange if the eq lil price ot 
t witca th other mi ties, by inducing 
hift the current demand and supply schedules of 
the e stabilized goo nh response tf hanges in 
the general level of price it acts only to retard the 
y tof the price of bor toward the new equ 
rium resulting from an initial shift in one r both, 
rent ache ‘ 
‘ | tulate a negative correla 
tion between the real tak of monev and the x 
ter rate t interest, there will be, once the general 
price leve hanges, a further ftorce making for 
equilibrius Kut this postulate innecessary to the 
theery developed here and is not include 
* Strictly speaking, this phrase refers to subst 
tut the ‘ and e. for, as we have seen, on 
the ' e factors ter to move t f the pro 
ction of A, tl sising the supply curvy 1 
But ina i from either irrent 
us iset by an effect equivalent to an 
nerease 1 rrent dema e ca nveniently 
talk titution in favor ot A 
4 
— 
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Should the prices of cur- 
rent goods in general remain constant, or 


equilibrium.” 


rise, as aggregate output expands, there 
is an increase in the current demand 
schedule for A, since its pric e, relative to 
current prices, has declined. Substitution 
on the demand side will be awey from A 
only in the event that prices of current 
goods decline as output expands, and by 
a greater proportion than the price of A 

In yveneral, the Multiplier depends 
partiy on substitution and partly on in- 
come efiects. The more changes in money 
income Correspond with changes in real 
income, the greater is the part played by 
the income eflect relative to the substitu- 
tion effect. For a Multiplier to depend 
only on income etiects, the current price 
of A, in the process of adjustment to a 
new equilibrium, must move part passu 
with the general price level. Once there is 
some difierential between the movement 
of prices in general and that of A, sub- 
stitution effects will contribute toward, 
or detract from, equilibrium in the cur- 
rent market for 1 and so reduce, or raise, 
the magnitude of the Multiplier. Fora 
Multiplier to depend solely on substitu 
tion efiects, the elasticity of supply of 


current goods in general has to be zero“ 


IV. THE JOINT MULTIPLIER 

Where there is more than one price 
stabilized good in the economy, we have 
what may be called a “joint Multiplier.” 
Phe larger the number of price-stabilized 
goods in the economy, the larger is the 
sum of the relevant income and or sub- 
stitution effects and the lower, therefore, 
is the magnitude of the Multiplier. 

In the case of fixed money wage rates, 


where price stabilization is perfect, the 


* Ii, for example, following a shift in current de 


in the level of in- 


is a rise 


yyiment accompanied by speculative 
the excess current supply of A in re 


et ¢ in its price 
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Multiplier has a value equal to the re- 
ciprocal of the sum of the marginal pro- 
pensities for each of the price-stabilized 
goods. For flexible money wage rates, it 
clearly depends on the degree of substi- 
tution between current goods, on the one 
hand, and all price-stabilized goods taken 
together, on the other 

Any shift in demand between one or 
more of the price-stabilized goods and 
current goods, any autonomous shift in 
the current supply schedules of any of the 
price-stabilized goods, any change in ag 
gregate demand in the economy, or any 
revision of the EXper ted future price by 
speculators will bring the joint Multi 
plier into operation, On the other hand, 
shifts in current demand purely as be- 
tween one price-stabilized good and an- 
other will not give rise to any operation of 
the Multiplier at least not while the 
relevant prices remain stabilized. Hence, 
to the extent that any shift in current de 
mand is in part a shift as between the 
current demands for price-stabilized 
goods, the Multiplier is smaller 

The joint Multiplier differs in effect 
from the single Multiplier in that the end 
of its operation does not insure equilibri 
um in each market. Hf, in the case of fixed 
money wage rates, there is a shift of cur- 
rent demand away from one of the price 
in which bonds are the 
ome effect Mul 


only that the 


2° In the parti 


price stabilized Roods, the 


ular Case 
pure in 
tiplier requires, as distinct tron above 
elasticity of the supply of current goor 
than zero. For changes in the price level of current 
not result in substitution between 
current goods and bor that is, 
» far as the price of bonds is im 
perfectly stabilized by speculation 
As for a pure substitution-effect Multiplier based 
it only is a zero elasticity of supply of 


is be greater 


foods per se will 


ds. Substitution effect 


take pla eoniv in 


on bonds, nc 


current goods, i 1, required (as for any type 
{ price-stabilized good), but it is also necessary that 
legree 


there be some fH impertec tion in the stabiliza 


tion of bond prices. For it is changes in bond prices 
and not changes in the price level of current 
ring about substitution as between 


rrent good 


mand awa ee 
come and er 
hoarding ot 
sponse to some ( bonds and culOods 


market for e price stabilized 
n equilibrium following any change 
orm level produc ed by the joint 


For fixed money wage rates, 
given pertect price 


if 
that each price-stabilized 
good be initially affected by shifts in cur 
rent demand, or st pply, to a value pro- 
portional to its marginal propensity 
lly, direct shifts olde mand as be 
ice-stabilized goods will result in 
tilibr 


um conditions, while prices 


remain stabilized, without any 


hie level of income. 

During any period in which a high de- 
gree of price stabilization is maintained, 
the larger the number of price-stabilized 
goods in the economy, the more stable is 
the k vel of income It we nore st rvices 
and assume that every good in the econo- 
my has its price stabilized, then other 
than a primary change in income arising 
from autonomous changes In current sup- 
ply nochange in the level of income will 

e place. Thus, beginning with one 
price stabilized good in the e onomy, any 
extension of the area ol price stabiliza- 
tion reduces the degree of income insta- 
hility. Since, however, speculative re 
sources are not unlimited, an economy in 

h the price of every good 1s stabi- 

\" ires that any excess of curren 

mands or supplies be sooner or later 
eliminated by opposite movements of 


demand or supply 


ISITAN 
ta eq ‘ 1. the rise in the evel of rent 
me and emplovment ¥ me to a good 
ce, na rind d an increase in the in the 
rront ands for t he ryrice Mfultinlier 
edt won taken t ther t i value 
‘ thy tial it ot ce 
‘ a thre tipli 
ill the price-st taken t 
ether a tr teal i! r them a 
try the rat i their recnective 
I I prom t Conse ently 
there re nexcess current change o! 
! t nva eto 
t! ! the urrent demands 
| r the re ner Trice tal ized ¢ ods 
thie ter ter porary { 
ri ¢ i! rm the level of 
nl cm yment are prevented 
ony itor ntinue to 
ta ty tab ed the prices ol 
‘ ‘ 
en ! re rates a siml- 
| vor price-stabilized goods once the 
IY rrent ve commence to rise 
() tar shifts in current ce 
mand r aut , . chifte in current 
1) 
t rection for all the 
price-st in leave the cur 
» aa 
ta 72 An-example of the joint Mu eT hh fixe 
in be taker on the ints 
t at t ent ret to the economy 
iu tax ra ta have a marginal prope 
' tw to pav tax a ¢ with a marginal propensity t 
to A yt Hence m a position of underemploys 
t equ an autonol s increase in CU 
; ‘ vest or in government expenditure, 
t take the « fu eq ry) but te 
X te iry ¢ the excess current 
rrent supply of bon is equal ir 
‘ t t ‘ to the excess thx receipts of the government 
| therefore a tendency for the long-tert 


LHRORY 
more than one 
es new essary a 
means that the 
ng-term bonds 


lative mand for money 
used as alternative, : 

in explaining the sta 

iong-term rate of interest 

re than one price-stabilized 

good, the holding 


of money becomes an 
alternative, not o1 ly to the holding of 
honds but to the other 


et in the economy. Conse 


holding of any 
culative as 
anges In the demand and sup 

in no longer be related in 

le fashion to changes in 

interest. For now a 

_or an increase in the 
money does not necessarily 
ng-term rate of interest,”* 
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and Vice versa 
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It follows that w 


AND Mer 


wre there is more 


than one price stabilized good, bor ds, in 


the econ 


s} wak of the 


ing determined by 
mand to hol 


the spe 


re accurate to 


g-term rate of interest be 


tlative ce 


lative to the 


al ty,’ 
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V. FINANCING SP ULATIVI CTIVITY 


the 


So far, 
role of money 
omitted. But not or 
speculation iT 
economy, its very ete tivel 
directly upon monetary insti 
To avoid cumbersome ph 


t h between 


shall distingul 
the sense 
term speculat 
cerned in stabilizing t 

term This group 

banks and other dealers who, with their 


bonds 


are prepared to buy 
i i » 
a4 


own cash resources, 
short-term obligations of speculators. 
ators 


The ultimate financing of ’ 
transactions is therefore a fi 


lators 


spect 


netion of 


Short-term specu may 


also be undertaken by speculators them 
selves from their own cash resources 

Let us postulate a downward-sloping 
demand hold speculative 


stocks of short-term bonds. As we move 


schedule to 


It is 


POWARD \ GENI 
ihe consideration ot 
price-stabilized good ma 
further moditicatior It m\ it 
ion of 
vy has been 
stahili ing 
sp MonNnevicss 
1 ess depends 
p! tutions 
rascolosy, ! 
tt 
Ma 
re 
ale t governmerm® 
} ont « } 
act t i i ‘ i ¢ stal nia 
i 1 using t rate ¢ taxation, tor, the 
i t y to pa tax, taker togethe al 
t r we approach the complete 
lt ti n Fried ar 
tary and | al Fra rk for Economic St iii’ 
245 64 
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Where, however, all speculation is 
financed through the short-term market, 
in temporary equilibrium the short-term 
market is in equilibrium regardless of the 
number of price stabilized goods in the 
economy. For the sum of the excess cur- 

‘nt supplies of some of the price stabi- 
lized goods, in temporary equilibrium, 
exactly offsets in value the sum of the 
excess current demands of the remaining 
goods, and, while the former sum entails 
an excess current supply of short-term 
bonds (to raise funds), the latter sum en 
tails an excess current demand for short 
term bonds (to place available funds or to 
reduce indebtedness 

If, further, we assume that there is a 
current demand by the consuming public 
for short- as well as long-term bonds, 
then, though the magnitude of the Mul- 
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tiplier is lower, the short-term bond mar 
ket is still in equilibrium. For though, in 
temporary equ 
rent demand ‘supply 
public for short-term bonds impinges d?- 
the short-term bond market, 
consequent the smaller 


librium, any excess cur- 
by the consuming 


rectly on 
there is, upon 
change in the level of income, an offset 
ting excess current supply (demand) of 
short-term bonds by speculators to an 
equal value 
Where all 
through a 
there is, in temporary equilibrium, perfect 
stability of short-term bonds, while the 


financed 
market, 


speculation is 


unified short-term 


prices of all other goods in speculative 
markets tend to change because of the 
continued pressure of excess current de 
mands and supplies. Where this unitied 
short-term market excludes the banks,” 
i.e., where speculation is financed ulti- 
mately by nonbank dealers (and, for this 
effect, we may include also self-financing 
speculators), no change in the quantity 
of money takes place during the transi- 
tion from the initial full equilibrium to 
the existing temporary equilibrium. On 
the other hand, where banks alone play 
the role of short-term market, as the 
level of income increases toward tempo- 
rary equilibrium, the quantity of money 
also increases (and conversely) but re- 
mains stable during the phase of tempo- 
rary equilibrium 

But where there is not a unitied short- 
term market engaged in the ultimate 
finance of speculation or where, to any 
extent, speculators are self-financing, the 
quantity of money may continue to 
change during the phase of temporary 
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These remarks are suggestive 


than exhaustive: no mention, for in 


stance, has been made of the effect of in 


changes asso lated with the 


ventory 
movements in the level of income) on the 
demand for securities Thes indicate the 
nature of the complexities in this tield, 
once we move away from the simple sav 


ing-investment analysis 


VI. COMPARISON OF KEYNESIAN AND 


NEO-CLASSIC SYSTEMS 


The difierent implications of — the 
Keynesian and Neo-Classic theories stem 
directly from a difierence in the emphasis 
on the various motives for holding mon 
ey. Gene rally spt aking, it was ace epted 
by Neo-Classic writers that money not re 
quired directly for transactions purposes 
was held for convenience and for emer 
gencies. Thus, the nominal amount of 
money the community wished to hold de 
pended directly upon the money income 
of the community~ in the short run, 
then, on the level of prices in gene ral and 
not on any particular price or prices. To 
Keynes, however, an important part of 
the money in the economy, that which 
was not required for transactions pur 
poses, was held as an alternative to the 
holding of other and less-liquid assets, in 
particular as an alternative to the hold 
ing of securities. In this way, the amount 


of money the community desired to hold 
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With the Neo-C lassi iat the 
introduction of fixed money wage mr 
creates no dithcult! rchanges in saving 
and investment: they are brought into 
equilibrium through the long-term rate 
of interest, without any eles ts on income 
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iture. Another solu 
oportional cut of all 


vstem changes in 
and to hold money 
level of 

of interest is 

an indirect et 
nterest is less than 


perfectly stabilized. A decline in income 
and employment is usually regarded as 
the consequence of a decline in the rate ot 
consumption or investment expenditure, 
since the rate of interest being largely 
stabilized cannot change sufficiently to 
bring into equilibrium current sav ing and 
investment before real income com- 
mences to decline, and with it the current 
saving schedule 

The solution here to a fall in income 
and employment is, in principle, different 
from that of the Neo-Classic school, 
since it derives from different causes In 
practice, however, some policies may be 
common to both schools. Whereas in the 
Neo-Classic system it is necessary only to 
increase the quantity of money at the 
same rate as it is being hoarded by the 
community until it has satisfied the de- 
sire for cash — this being equally effective 
whether the increase in money enters the 
economy through expenditure in the 
bond market or through expenditure on 
current commodities in the Keynesian 
system it is necessary that the gap in cur- 
rent expenditure be met by an offsetting 
excess rate of expenditure on current 
commodities: for example, by reducing 
current taxation and or increasing gov- 
ernment expenditure. But an excess rate 
of expenditure on long-term bonds, by 
the government, does not create an 
equivalent rate of additional expenditure 
in the economy, for the effects on the 
long-term rate of interest are limited by 
stabilization. But in so far as these open 
market purchases press downward on the 
interest rate, investment is expanded and 
real income raised 
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Universit 


of tinancing medical 


care has been discussed frequently 


prol lem 


in recent literature, but the rela 
ot the medical deduction to this 
problem has been neglected. The possi 


tion 


bility of using itemized tax returns as 
data for the distribution of medical ex 
penses has been overlooked. The sub 
stantial subsidy potential of the medical 
deduction has not been appreciated. Un 
der a full medical deduction plan the fed 
eral government would in eliect bear at 


least 22 cents out of every dollar of medi 


cal expenses incurred by taxpayers. Con 

sequently, a full medical deduction at the 
federal level would achieve partial com 

pulsory health insurance without incit 

ing the controversy aroused by the latter 
proposal. 

The federal 
states publish annual 
showing medical deduction distribution 
by income. But, in accordance with their 


and a few 


statistical tables 


government 


purpose, these statistical summaries omit 
any comparison of alternative medical 
deduction plans The influence of medi 
cal expenses as actually distributed by 
size of expense and also by size of income 
on the effectiveness of various deduction 
plans has been unknown. 

In an attempt to fill these gaps, I have 
compared seven medical deduction plans 
Each of the plans was superimposed upon 
the medical expense distribution which | 
obtained from a sample of 30,153 item 
ized tax returns. This study makes avail 
able for the first time primary data on 
the distribution of medical deduction by 
size of expense and by size of income un- 
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der alternative deduction plans 
itate comparison among plans, 
data are summarized i 
expressed as index num 
lhe general purpose of the measured 
comparison ol plans Is to proy ide a better 
basis for policy decisions. \ specific pur 
pose is to seek a plan that will favor de 
medical 


duction of large, extraordinary 


expenses and also lavor d duction by 


small-income without great 


taxpayers 


cost to the government 


SIGNIFI 
CAI 


ANCE OF Til 
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The 


tion is that it permits dilierentiation a 


Importance e of the medical deduc 
cording to ability to pay a differentia 
tion to supplement the more gross differ 
entiation of 
alone. Medical expenditures reduce the 


according to siz income 
ability to pay taxes, and, therefore, a 
tax 
to 
This differentiation is an 


medical deduction from the income 


creates ditierentiation according 
ability to pay 


adjustment to ability to pay irrespective 


a 


of any impact on effective tax-rate pro 
gression. A medical deduction is justified 
according to ability to pas by XA tly the 
same rationale used to justify the person 
al exemption. That part of income the 
equivalent of urgent, necessitous expend 
itures, whether they be necessary medi 
cal expenses or the minimum subsistence 
protec ted by the personal exemption, has 
little or no ability to pay taxes. Adjust 
ment to a necessary, urgent, and often 
extraordinary and unpredictable expend. 
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net income, one out of every two returns 
having more than $5,000 but less than 
$10,000 net 


income, and every return in 
$10,000 net income.’ The 


excess ol 
sample was transcribed onto punched In 
ternational Business Machine cards 
These 1.B.M. cards were prepared and 
used originally in a comprehensive study 
of the Wisconsin income tax. Of the 
100,000 I.B.M. cards, 30,153 were found 
to have itemized medical expense and 
itemized medical expense deduction. I 
had the 30,153 cards reproduced and ad 
ditional information (i.e., the alte rnative 
standard deduction, the 5 Per Cent Fed 
eral-Type Medical Deduction, and the 3 
Per Cent Federal-Type Medical Dedus 
tion pune hed into the re produc ed cards 
From this sample of 30,153 tax returns 
the following information was obtained 
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limits 


between taxpayers having ditterent-size d 
medical expenses, has a very great sub 
sidy potential, and has intrinsic sim 
Phe $1,000 Upper Limit Plan 
the $2,500 Upper Limit Plan are 
successive approximations from the S500 
upper limit of the Wisconsin Plan toward 


the No Upper Limit Plan 


plicity 


ang 


I APPLICATION OF DATA 


[he indexes used in this study are per 
<100) of the respective Wis 
These indexes 


centages 
consin Deduction aspects 
are used for fac ility ot expre ssion in com 
paring the various deduction plans with 
the Wisconsin Deduction as a standard 
Phey are applicable only to the extent 
that the Wisconsin data are representa 
tive in income distribution and medical 
expense distribution for the situation in 
vestigated, and, of course, the indexes 
are limited by the definition of each in 
dex. But, since Wisconsin tends to be 
typical of the nation in income distribu 
tion and medical expenses, | believe that 
the Wisconsin data can be validly used 
for both national and many state esti 
mates. Table 1 and 2 indicate this repre 

sentative character of Wisconsin. More 
over, the aspect differences between the 
federal-type plans and the “higher upper 
limit’ plans* are so extreme that appar 

or ease of exposition I describe the 
nit Plan, the $2,500 Upper Limit 
Limit Plan as the “higher upper lin 
lifer from the Wisconsin Deduc 


upper limits. The fede ral-type plans also 


sin Deduc 


tion only 


have upper limits higher than the Wiscon 
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| petivat testing the effect 
fer me educt pla er irve me 
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ently only extreme differences from Wis 
consin in income distribution and medi 
cal expense distribution could negate the 
differences. Furthermore, the aspect dit 
ferences between the federal type plans 
and the higher upper limit plans are bas 
ically caused by the regressive character 
of medical ¢ xpenses, which seems correct 
for any income distribution 
Comparisons of this Wisconsin study 
vith federal and Minnesota data tend to 
contirm the reliability of this Wisconsin 
study. The average medical expense re 
ported on Minnesota itemized returns tor 
the fiscal year 1950 was $289" as com 
pared with the average medical expense 
of $308 for this Wisconsin study. (Since 
Minnesota allows a full deduction for all 
medical expenses, one would ¢ xpect full 
reporting there and might have initially 
suspected lack of full reporting in Wis 
consin, since medical expenses over $550 
are not deductible.) Furthermore, the 
1949 Wisconsin study found the total 
medical expense deduction for Wisconsin 
under the 5 Per Cent Federal Pype Plan 
to be $25,189,848." The actual federal 
1947, when re 
duced in the proportion of Wisconsin's 


medical deduction for 
income payments to national income 
$26,589,200." The federal 


from the Wisconsin tigure 


payments, is 
figure differs 
by only 5 per cent 

Che index of loss of tax revenue is, of 
course, the one index in the study that 
has validity only for Wisconsin, because 


msin Deductior 


the Wises 


te of Minnesota, 


x (Tax Research 
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MO, 


this index is based on Wisconsin tax 
rates. But the index of loss of tax base 
can be validly used for federal estimates. 
And federal tax equivalent estimates for 
respective estimates of loss of tax base 
can be determined by applying a federal 
average marginal tax rate to each tax 
\ weighted federal aver 


base estimate 


ave maryinal tax rate for each deduction 
plan can be obtained by use of the Wis 


consin data showing medical deduction 
distribution by net taxable income, since 
Wisconsin net taxable income is essen 
tially the same as federal net income, 


WISCONSIN MEDI- 
DEDUCTION 


lil. THE 


cAl 


The data revealed that 207,600 tax 
payers (18 per cent of all Wisconsin in- 
come took the Wisconsin 
itemized medical deduction. The average 
deduction was $220, and the average 
medical expense was $308. Total medical 
expenses were $63.569.100, of which 72 
$45,706,900 


expenses 


taxpayers 


per cent i.€., was deduct- 
ible. Of medical 
$10,383,000 (16 per cent) was not de- 
ductible because it lay below the $50 
lower limit; and $7,478,200 (12 per cent 
of medical expenses itemized) was not de 
ductible because it lay above the $500 
upper limit. The tax equivalent of the de 
duction was $1,026,705. The taxpayer 
was allowed only an average 2-cent tax 
saving for every dollar of medical ex 
penses deductible as compared with the 
22-cent tax saving for every dollar of 


itemized, 


medical expenses deductible under the 
federal income tax. As compared to the 
subsidy effect of a state deduction, the 
subsidy potential of a federal medical de- 
duction is obviously of a different order 
of magnitude. Nevertheless, because of 
the Wisconsin Deduction, there is an an- 
nual aggregate subsidy to private medi 
cal care of over a million dollars; and a 
medical deduction that allows only a 2 


tion but also differ from i i, in 
wer i ts 
Department of Taxation, Stay 
Bull. 18 (St. Paul, 1951)), p. 22 
Total for iter ized taxable returns ex lusive ot 
the medial ext deduction equivalent for those 
cases 5 ae la ni 
This figure was computed by multiplying the 
total medical expense deduction for the nation on 
taxable returns ($1.156,052,000) hy Wisconsin’s 
ire of national income { ‘ s (2.8 per cent 


than 


deral govern 


ves indicate that 


Plan would 
n tax base 
the present 
ent bederal 

163 


ent 5 Per 


Cent Federal Medical Deduction to a 2 
Federal Me dical Deduction 
per cent increase 


ral loss of tax base 


bal 


‘plan the difference 


index of tax base 
tax revenue lost is 

the progressive tax rates re 
redistributive effects of the 
plans on the aggregate medical 
deduction as between income classes and 
is between ditferent-s! ed medical ex 


lable 3 shows that the indexes ot! 


loss of tax revenue for the higher upper 
limit plans deviate from the Wisconsin 
Deduction more positively than do the 
indexes of loss of tax hase. This ditferen c 
between index of tax base and index of 
ax revenue reveals the progressive tax 
rates” and demonstrates that raising the 

limit of the deduction, the lower 
limit remaining constant, results in an 
advantage In tax revenue saved propor 
tionately greater than the advantage In 
tax base saved. Thus, by raising the up 


sin persor 
$1000 to 7 
ow 
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ent tax saving per dollar ot deduct ble 
al 4 | iT portant for 
rent tior mo tart vers 
! a a pray pe 
lor moraic purpos over the present fed 
97 + 71 13; 
» TAXPAYE! 
Phe | to Wisconsin in tax bas and 
tax reve iuse ot the present 
Wisconsin Deduction and the losses that 
of ! dit Ir in tax hase and 
‘ tax re nue ul ler the <ix alternative at 
cuetion plans are shown in Table 3. The 
rABLE 3 
t PLA? \ TO r TO GOVERNMEN 
TANPAYER 
i I l ‘ 
lax 
Nol 254.785 100 11¢ ©} 958.555 173 
4 | t 440 800 115 1.222.358 liv 
h ! 50.000, 350) 110 1.149.134 1 
| 063.513 =35 O15 
3% Qs 307 934 58 
ind] tax reve represented as percent 
LOO) >under the Wisconsin 
1) eXa Wisconsin 
“ d lose 10 per cent more tas base un 
der the $1,688 Upper Li t Plan 
under the present Wisconsin Deduction 
md wo 1? ner cent more revenuc, 
or versely, taxpavers would receive 12 
per cent more tax saving OF subsidy 
Were the data used for 
ment estimates, the inde 
a No Upper Li t Deduction 
cost the federal government per limit of the deduction, there must be 
lost 63 per cent more thar a redistribution toward larger incomes 
loss because of the 5 Per ¢ al income-tax rates pro 
t taxalole in wme less that 
ed | maduction 116 - 
M al | (116 + 
and that a change from the pres 
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This fact indicates, as is explicitly shown 
in Table 17B, that proportionate to equa 
numbers of taxpayers there are mor 
large medical expense cases among the 
higher-income taxpayers than am: 
lower-income taxpayers despite 


gression ol medica expe! on 


lable 3 also shows that for the federa 
type plans the indexes of loss of tax re’ 
nue deviate from the Wiscor 
tion more negatively than do 
of loss fr tax bas This det 
that there is an advantage in tax revel! 
saved proportionately less than the 
vantage in tax base saved. Thus ther 
must be a redistribution toward small 
by raising the lower limit pro 
portionate ly to income even though the 
upper limit is simultaneously raised 
redistributive eflect of various me d 
ical deduction plat important for 


analysis of the deduction | s th 


selves, but it 

light it throws 

nedical ( cT 

by income 

tion within the 

are olten extren 

ernment of Wisconsin wou! 

nue if it changed from the present Wis 


! 


. the percentage ol 
consin Deduction to the 2 Per Cent be | ses below the | 


wT 


eral Type even though the change would putation produces a v 


result in 40 per cent more deduction go 
ing to med al es 

per cent more ce 

comes less than $4,000 
the distribution ot dedu 
medical expense and 


Wis onsin Plan 


cussed ll 


that tl ar 
bn low the 
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Since adjustment among taxpayers to it more medical expel 


a necessary, urgent expenditure is the § upper limit than 


rtant a consin S300) unn r lin 


1, 


primary and most impo 


t or that there ar 


per cent 
S1 000) 


12 per 


the 
Wis 


URES 
ability to pay achieved by the medica 
deduction, the a t of deduction al 
lowed to large medical expenses by each 
deduction plan has great importance 
Lhe distribution ot deduction tor all 
nedical expense larve and small, by 
fects a second aspect of ability to pas ¢ 
ot tess portance that the tirst 
abilitv to deduct large medical expenses 
in small incomes shows the synthesis of - 
both aspects but is more closely related 
to the first 
Phat large medica expenses erniously 
affect ability to pay taxes is ind ated by 
the concentration of disproportiot itels 
large amounts of medical expense in few 
cases. Ol those temizing medal al en 
penses, 10 per cent had medical expenses 
over $550 and had 29 per cent of all 
itemized medical expenses and 2 per 
cent had medical expenses over $1,090 | 
+ and had 11 per tof all itemized medi 
cal expe! “Cs 
| ‘The upper limit of the deduction is the ; 
device for differentiating among tay 
payers according to size of medical e) 
pense One method of expressing thr 
height of the upper limit of a deductior 
medical © 
it This cor 
thi OL Pper limit relative to 
5 all medical expens Phe index of the 
height of the upper limit, in lable 4, is 
medical « xpense below the upper 
f each plan as a percentage 100) 
edhe il yper se below the up yp r li iti 
Sections Vand V! the index shows 
for example 
EXPENSE more medica 
Wis n 
es belo 
below the 


rie Hencht Iron al 
than the S50) scOnSsIN 
se taxpayers with 


of S550 benetit 


expenses above $550 is resper 
1) the No Upper Limit 
$2,500 Upper 
the $1,000) Upper 
the 2 Per Cent Federal! 
3) the Wisconsin ($500 upper limit 


In the aggregate the 2 Per Cent Feder 
al-Type Plan grants more deduction to 
those having net incomes less than $4,000 
and medical expenses in excess of S550 


than does the $1,000 Upper Limit Plan 
In the whole income distribution 30 per 


TABLE 4 


RELATIVE 


\ 
Of the tederal 
Cent Plan is includ 


thi an approxi 


is a fed 

mits COMparl aon 
Deduction and the 
lans more pertine ntiy 
lars) instead 
agyeregate de 

) plans according 


ition granted to 


100 
lio 
Oso 


cent of those having medical expenses 
over $550 (i.e., 5,880 taxpayers) get a 
greater deduction under the 2 Per Cent 
Plan (because of the $1,250) $5,000 upper 
limit) than they get under the $1,000 
Upper Limit Plan. The alleged function 
of the federal type plans i.e., the deduc 

tion of extraordinary medical expenses 
is ethicn ntly accomplishe d by the 2 Per 
Cent Federal-Type Plan, which grants 40 
per cent more deduction tor expenses 
over $550 than does the Wisconsin (S500 
upper limit) Deduction. And yet in reve 
nue lost the 2 Per Cent Plan is less expen 

sive for government than is the present 
Wisconsin Deduction. This economy 1s 
achieved by the 2 Per Cent Federal 
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I} easure of the upper limit rela med 
tive to all medical expenses and with no tive 
ynizance of the lower limit Is satisfac 2 
tory for general description. But for pub ; 
| ) purposes it is necessary to Know } 
thie ect ded thor plans on and 
medical expenses exclusively, since Plat 
i ne navin¢’ edica expenses of aver 
‘ S or less than average size 
A 
nit. | 
| 
i Upper LIMIT? TO ALL MEDICAL EXPENSI 
Me Fs ‘ 
M Fx M Ix Upper I Il er Limit 
ense be entage Re 
\le Me 
Exy es Expenses 
Os 508 100 R45 400) 67 111.82 
| l ( ROT 6 OX 111.73 
| 63 ~ 965 924 QOS 48 111 63 
(4 1H) O49 (050 93 79 16 29 
\ 1) 478 36.080 J4 100 O00 
from an upper limit higher than the S500 
| if it Latole 5 theretore shows the 
weregate medical deduction granted ex 
i vely ti thi ~t | 
vnses above S550 
ans only the 2 Per 
ed in Table 5, sie 
nates the Wisconsin D - 
gate deduction and 
eral that 
with the Wisconsu 
lute ter 
por wort mate t 
tior 
he ra of dedu 
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through restricting, as con per cent less deduction than the Wiscon 
1 with the Wisconsin Deduction, the — sin Plan to those having net incomes over 
al deduction of everyone having $15,000 and n edical expenses over $5350 
n Because (since 2 per cent 


al expense below $550 and tota! < $2 ! 


greater than $2,500. In the aggre 


$30) taxpayers having total incon 


the 2 Per Cent Plan also grants 9 than $2 300 are restricted less by 


TABLE SA 


aL DEDUCTION GRANTED TO MED! 
IN EXCESS OF $550 


in) $0 948 000 
$27,850 0 718 000) 


i4 
13.9000 9 06) 5.26 404 
9 897 6 090 000 2 


(Atl 


TABLE SB 


AGGREGATE MEDICAL DEDUCTION GRANTED ro MEDICAL EXPENS! 
EXCESS OF $550 AS A PERCENTAGE O1 DEDUCTION GRANTEI 


BY WISCONSIN PLAN 


RANK OF DEDUCTION PLANS ACCORDING TO > 
riIoN GRANTED TO MEDICAL EXPEN 


prare 
ed 
come 
gate PE the 2 
‘ 
No { er | ' S17 475 000 101 
| rl l¢ 4) 1 1 S46 
> Per Cent Federal 625 
Wisconsin ($500 u t 47 000 
| 
i 
\ $ $iay $ 
( ‘ ! ‘ 
No Upper l 176 163 
$2,500 Upper Limat 167 lo 170 18; ol 
$1,000 Upper Lim 144 142 146 1 156 
2 Per Cent Federal Typ. iw 149 1% 137 
Wisconsin (SS) up t low lim) 
TABLE. 
ES ABOVE $550 
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$ 
I 
No Upper Limit | 1 1 | | 
$2,500 Upper Limit 2 2 2 2? 
$1,000 Upper Lir it 4 ; 
2 Per Cent Federal Type 4 
Wisconsin ($500 upper limit § 5 5 


MEDICAL EXPENSI 


OME 


ot the 
ditierentiation 
rs according to 


in effect 


and often without deliberate legislative 


sign the various deduction plans dit 
ntiate according to aggregate income 
When a deduction plan allows an 
egate deduction s ibstantially less 
that of a full deduction and in dis 


on of deduction by income differs 


mm actual medical expense dis 
n. then the distribution of deduc- 
y income has become in fact a pub 
lic policy consideration, and the aggre 
vate deduction granted to small incomes 
becomes 1n portant 
\ second motive for the analysis of 
distribution of deduction by income Is to 
find the effect of personal deductions on 
distribution of tax burden by incomes in 
order to enlighten the context in which 
all tax policy is considered. For example, 
the adoption of the standard deduction 
by the federal government and by many 
states has re sulted in incre ased etiective 
progression of significance, al 
though this fact has been neglected 
\ third motive for the study of distri 
bution of medical deduction by income is 
that the analysis throws light upon dis 


tribution of medical expense by income 


INCOME TAXPAYER HAVING 
GE MEDICAL EXPENSE 


Phe rank of plans according to size ot 
deduction allowed the median income 


tuxpaver incurring the average medica! 
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n lower * thi a winder the 2. medical expense and distribution of med 
Per Cent Plan despite the e of medica ical deduction by size of income are in 
‘ j never thre ¢ ol ex terre ated 
tM « warrant thes an also take ad 
ntaye of the rupperlimit of the DISTRIBUTION OF 
> Per Cent Plar DEDUCTION BY INCH 
‘ or | thay it rylar 
\lthough the main 
1 500 Upper Limit Plan has 
medical deduction 1s the 
' among individual taxpave 
size of medical expenditure, 
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would gain more from the 
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i! the W ‘ n Plan increase as u 
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wit? : | the re ressive Chal 
act d d that dist 
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is also correct for any taxpayer having 

or any 
and total 
Raising the 


the average medical expense 
$550 


medical expense bel 
income in excess of $2,500 


r limit beyond the Wisconsin $500 
bencht on 
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expense is shown in Table 6 (he index of taxpayer having the avera edical ex 
uction is the amount of deduc- pense. Consequently, the No Upper 
P| ibyeach planasapercentage Limit Plan, the 52,500 Upper Limit 
ik deduct m allowed Dy tine Plan and ( =1,000 Upper Li il Plan 
his rank of plans ap have the same rank as the Wisconsi 
EEMEDlc to the median-income taxpayer (S00) upper t) Plan. Because their 
FABLE 7A 
{ULATIVE D RIBLUTION OF Alt ICAL N BY Is Mil 
| in 51 ; OM) 49.541 1 RSS 
| ss 000 ; > iv 4 13.6 
PERCENTAGE AL DEDUCTION BY INCOME 
Nol $. $ { 
Net ¢ t jt 
Less than $4,000 68 S81 69 49 4 1 63 
Less t an 4} 40 9? GS ) “4 
Less tt an S25 Us US gy 14 yw 44 ) oy 7® 
Less than $55,000 OS 7) 76 oy ¢ 9) 
Less than $75,000 KS BY r ‘) Too 
lower limits are more restrictive than 
the Wisconsin $50 limit on incomes in 
ral size ot 
case, 
though the 2 Per Cent | mm allows a 


10 per cet the 
lical expenses 
the medical ex 


purpose of thr 


dillerentiation by 

and especially by 

medical outlay 

cOMparin ns ol 

are afforded by 

he meas 

Section B below CXPTess tor 
large and small, the 

ion distributed by 


ile 7 the deduction data are pre 
ulative frequency torm 
aggregate deduction below 


us income levels In the pe reentage 


representation ol ‘the “less than” fre 


quency lable 7B) the effect of the de 
duction plans on income classes is ¢ learly 
shown bor ¢ xample one looks to the 
left. from the Wisconsin Deduction to 
the higher upper limit plans, one sees 
that, as the upper limit is successivel) 
raised, a smaller proportion of total de 
tion is granted the smaller incomes 
incomes below $4,000 or, obverse 

proportionately more of the deduction 
s concentrated toward the higher end of 
the income scale. This trend shows that 
the proportion of large medical expense 
cases increases with size of Income As 
one looks to the right, from the Wiscon 
sin Deduction to the federal-type plans, 
one finds that the proportion of medical 
deduction granted the smaller incomes 
increases as the lower limit increases; or, 
obverse ly, proportionately less of the de 
duction is concentrated toward the high 
er end of the income scale Here the 
trend is caused by the lower limit, which 
increases In proportion to income 

sut, although the proportion of deduc- 
tion granted smaller incomes (e.g., in 

res below $4,000 successively de 
creases as the upper limit is raised, the 
absolute amount of deduction granted 
smaller incomes successively increases, 
which shows that in the aggregate small 
incomes benefit by raising the upper limit 


hut proportionately not as much as large 
incomes. Although under the federal 
type plans the proportion of total deduc- 


tion granted the smaller incomes succes 
sively increases as the lower limit is in 

creased, the absolute amount of deduc 

tion granted smaller incomes successively 
decreases as the lower limit is raised 
e.g., from 3 to 5 per cent), which shows 
that in the aggregate small incomes lose 
by raising the lower limit but proportion- 
ately not so much as large incomes. As 
compared with the Wisconsin Plan, the 2 
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deduction only slightly smaller than tht 
Wisconsin Deductior 
lable 6 show n essence the etiect ol 
t} various deduction plans in a repre 
entative case I t the application ola 
representative Cas to this medical ex 
pense study is highly restricted, since 
edical expenses are yvreatly d spersed 
rom the average (e.g 
por 
curred 29 per cent ol 
| aL (ARANTI 
| ' 000 
( ] 111 
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im) | ( ‘ 
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of the Wisconsin Deduction granted in 
gain for small incomes both relatively to r<4,000. The index shows, tot 
The 2 Per ple. that, relative to size of total de 
portion ol the deduction 


nes below 15 per 


Per Cent Federal- Type Plan results in a 


large incomes and absolutely 
Cent Plan grants $34,514 300, 78 pet 


cent of the total deduction, to those hav 


ing net incomes below $4,000, whereas the SPerCent Federal 
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fype Plan than under the Wisconsin 


the Wisconsin Plan grants $32,740,000, 


72 per cent ot the total deduction, to Plan, although the absolute amount ot 
those having incomes below $4,000 deduction granted incomes below 54,000 

In Table & for each plan the proportion 
of total deduction granted incomes below 
$4.000 (as stated in Table 7) is pre sented 
100) of the proportion deductions below various Income 


is greater under the Wisconsin Plan 
lable 9 presents the cumulative dis 
tribution of tax equivalents of medical 


as a percentage levels 
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CUMULATIVE DISTRIB TAX EOUIVALENT OF MED! aL DEDUCTION BY INCOME 
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number of taxpayers 
tions below various ir me 
formity with the pattern of 
1! tax equivalent distribu 
shows that the 

neentrated to 


Ca 


lower 
of tax 
medical 


ul ber ot 


limit plans 
sin Plan, because raising 
it beyond the Wisconsin 
can only increase the average 
and cannot affect the numbet 
ers allowed a medical deduc 
tor each plan the pro 
uction cases hav 
wlow $4,000 (as stated in 
IS pre sented as a percentage 
the proportion of Wisconsin 
nes be low 


S41 000) 
labl learly shows that itemized 
a regressive expend 


all edical expenses 


by aggregate income 
n would be greater 


smaller 


Ores 


rom 


luction plans he 


ered are progressive, but the di 


rogression among them, as 

14, is great 
lhe ratio of progression for each plan 
was computed by dividing medical d 
luctior as a pe rceentage of income tor the 
$1,000) 81,500 net income class by medi 


al deduction as a percentage of income 
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ir to the distribution tribution of 
trat t ard the wer ¢ | the deduction at 
rat prop rtion of 
« in the pr ward t wer end of the income 
, f total t ( lent grant rea as the lower limit of the federal 
(WW) as stated ) tvpe plar successively raised. But the 
a ite number of taxpayers having 
! ! tat \\ n fla edical deduction decreases in the lowe 
t granted neo! and in-the whole distribution as 
1 tim " t d the lower limit is successively raised, be 
' aus the more restrictive th 
t. the greater the fre 
' payers deprived ot their whol 
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ibtained exclusively from item 


duction tax returns neverthe 
represent all large medical expenses 
those filing Wisconsin tax returns, 
anvone having n edi a] expense 
S500) would not rationally file a 
standard deduction tax return 
Fable 164 expresses the frequency of 
large medical expense Cases as a percent 
frequency of itemized medical 
eXpense Cases for each income class This 
table shows, for example, that 6 per cent 
of these itemizing medical expense in the 
largest income class had medical expense 
above $1,250, whereas for all incomes 1 
per cent of those itemizing medical ex 
pense had medical expenses above 
$1,250. Table 16B expresses the frequen 
cy ot larue medic ale Ypense Cases asa per 
of the Irequency of all tax re 
turns for each income class. This table 
shows, for example, that 4 per cent of 
those tiling a tax return in the greater- 
than-S10,000 income class had medical 
expenses in excess of $1,250, whereas for 
all incomes only 0.20 of 1 per cent had 
medical expenses in excess of $1,250. 
fables 174 and 17B state for each in- 
come class the pre portion of cases having 
large medical expenses as a multiple of 
the proportion of cases having large med 
al expenses in the SO $4,999 income 
class. Table 17B shows that in the high- 
est-income class the proportion of tax re- 
turns having medical expenses above 
S500 is twelve times greater than the 
ythat the proportion in the lowest«income class and 
that in the highest-income class the pro 
portion of tax returns showing medical 
expenses above $1,250 is twenty eight 
times greater than the proportion in the 
nber of taxpay lowest-income class. 
more medical 
S500 
$10,000 than in incom 


« S5.000. The data in Tables 15, 16, 
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he data indicate that, despite the re- gency of the fe deral-type lower limits for 


gression of medica! expe nditure on in all incomes and thus affects the dis 


come, the proportion of large medical ex 
penses in reases with the size ot inc medical deductior eq tivalentin the stand 
and that the rate of increase becomes ard deduction is the difference between 


greater as the size of medical expenses the total standard deduction and all alter 


become greater native itemized dedur 
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which contains four indexes 

yv described. Chart 1, which isa 

gray hical presentation of Table 19, shows 
that the federal-type plans have a dis- 
d that the higher up 


patterns generally 


another and distinctly dit 


the federal type d lu 
r the higher upper li 
the upper limit, the smaller 
ion of total deduction granted 
es. Or, obversely, there is a 
concentration of deduction 
mg the larger incomes when the up 
t is raised. The cause of this 
oncentration is that the propor 


' 
tion of ilarge mea xpense Cases 1n 


reases with the siz 


that th luctions in the federal 


plans are more highly concentrated 


ong smaller incomes, although the up 

is very high. This concentration 

incomes is caused by the 

{ the deduction in proportion 

ne. Chart 1 shows graphically 

it the 2 Per Cent Federal Pvp De 

tion has a high upper limit that al 

deduction of large, extraordi 

xpenses and is more con 

naller incomes than 

n ($30 lower limit, $500 up 

nit) Deduction, although the cost 

to government in tax base lost is less 
under the 2 Per Cent Plan 
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FISCAL POLICIES FOR FULL EMPLOYMENT 
A DIAGRAMMATIC ANALYSIS' 
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N recent years there has been much dis 
| cussion of the routes to full employment 
by alternative fiscal policies? It has been 
shown that a deflationary gap may be closed 
by any one of the following three routes: 
1) an increase in government expenditures 
with tax rates constant; (2) an increase in 
government expenditures with a sufficient 
increase in tax rates to balance the budget, 
and (3) a constant level of government ex- 
penditures with a decrease in tax rates. In 
several instances the authors have presented 
diagrammatic analyses to illustrate each of 
these budget routes. Professors Hansen and 
Bishop were two early innovators in this 
field, and quite recently Professor Ritter has 
utilized the Bishop diagrammatics to show 
alternative anti-inflationary fiscal policies.’ 

While these diagrammatic presentations 
suffer in at 


are ingenious, thes least one 


principal way: they are unnecessarily com 
plex for what they set out to illustrate. The 


reason for the complexity of the diagrams ts 


) indebted to Professors Baumol and | 
many valuable suggestions 
? See, for instance, N. Kaldor, ** The Quantitative 
Aspects of the Full Employment Problem in Brit 
ain,’ Appendix C in Full Employment in a Free So 
iety. bv Sir William Beveridge (New York: W. W 
Norton & Co 1945 \. H. Hansen, “Three Meth 
is of Expansion through Fiscal Policy,”” American 
conomic Review, XX XV (June, 1945), 382-87; R.A 
“Alternative Budget Policies for Full 
ment.” American Economic Review, XXXV 
1945), 387-400, R. L. Bishop, ‘Alter 
ionist Fiscal } \ Diagrammatic Analy 
savs in Honor of Alvin H. Hansen (New 


is tor 


usgrave, 


lative 


June 
Eexpan 
sis,”’ in 
York: W. W. Norton & Co., 1948), pp. 317-40; and 


New York 


Morgan, Jncome and Employment 
Prentice-Hall, Inc., 1952), pp. 300-306 

S. Ritter, “Alternative Anti-inflatior 
Policies,” Review of Economu Studie 
1950-51), 129-39 
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versity 


that considered by the 


authors as a function of income after taxes 


consumption 1s 
disposable income), whereas national in 
come is measured on the horizontal axis 
Thus, each time the tax rate structure is al 
tered. as it must be when Routes II] and III 
are followed, it is necessary to shift the con 
sumption function, and of course a shift is 
then required in the total spending function, 
too. It takes an attentive reader to keep up 
with all the moves, and hence as pedagogical 
devices the diagrams lose some of their 
value. But it is not necessary to go through 
all these motions; one of the purposes of this 
paper is to demonstrate a less complex dia 
yrammatic method for showing these routes 
to full employment 

More important, however, these studies 
stop short of a general analysis of the routes 
to full employment. Only three routes to 
three budgets at full employment are shown 
Now it is apparent that the entire array of 
budgets that will achieve full employment 
includes more than three budgets; there is an 
infinite number of them. If this is so, then 
what is wanted is some sort of redefinition 
or extension of these routes so that any de 
sired full-employment budget be 
reached by following one of the routes. In 


can 


short, what we want are all the possible 
budgets surplus, balanced, and deficit 
which will yield full employment and all the 
routes by which these budgets may be 
reached 

Any one route, though, may be capable of 
reaching only one type surplus, balanced, 
or deficit--of budget at full employment 
Thus, if commence with a 


budget below full employment (the starting 


we balanced 


point chosen in most of the earlier studies), 
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gnored. For the 


lin thi 


t omissions (which are also fi 


ypes of budg 
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EQUILIBRIUM BELOW FULI 
EMPLOYMENT “GNP’ 


bigure 1 illustrates a closed economy i 
ibrium at a level of gross national prod 
G\P) below that of full employment, 
a balanced government budget.* Pri 
disposable income is measured on the 

horizontal axis, and it is the sum of persona 
disposable income and gross business saving 
the latter being equal to net business saving 
plus de preciation allowances. G VV?’ is shown 
on the vertical axis, and full employment 
G\P is assumed to be equal to OF. The ¢ 
curve is the propensity to consume out of 


private disposable income” Both gross pr 


vate investment and government expend 
tures are assumed to be determined exog 
ly. Thus, a given amount of gross ori 
investment is added to the C cur ~ to 
the C/ curve,® and to the latter 
wided a given amount of government ex 
penditures to obtain the C/G curve. OT isa 
tax 1 Which is drawn in suct 


that horizontal distance betweer 


with the pos 

mw Various tvpes al 

vhout the analvsis, bot! private 
nd government expenditures 
lered to be variable functions 


ne. The effects of alternative 
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Route Iw take us to lehicit at full em hiseal policies on interest rates, income dis 
ry ment. Hut s had started wit! tribut 1, liquid holdings, and incen 
i certain surplus budget below full employ tives have been | most part, 
ment. Where would Route thi 
i“ In vener terms hat -.L earlier studies) are necessary if one is to 
ets may be reached at full employ Hb, ic hieve simplicity in the analysis It is hoped 
‘ I the route tarting from anv budyet that the analvsis, while not applicable to the 
belo tull empiovment The earlier studies real world without much wi 
tail to a ert question; [T endeavor to be useful in depicting certain fundamenta 
j lv the answer relationsh ps and will thus Serve as a venet 
The ana developed in four steps lized tirst approximation to reality 
First, a diagrammatic method is presented 
bole hucyvets tow ira which one 
iy move to achieve tull emplovment are 
T 
Gwe 
ce 
/ 
a 
| n! 
“ 
° Por 
hic 1 
vn diagrammatically. Third, the trad 
three routes” are redetined and ey 
tended so that all the full-employment budg 
ets mav be reached by these routes 
e particular full-employment bud; 
vhich mav be reached by each route, trom 
‘ nitial position below full employment ‘State and local government budgets are lumps 
’ n with the fe ral budget t is assur i that th 
ire sho th the aid of a relatively simple Itisa 
‘ era government takes the nitiative it iltering 
hhavrammat nique 
. i tax rate i! exper tures ar that the state ar 
Before bey vy. however, it seems best . gets are somehow brought into lit +} 
to set down the mitations of the loliowimng tll pw 
I cle Phe ana sentirely quantita Throughout the analvsis it is assumed that there 
tive mnatur re tribbutior private disposable ir me 
tween housel sand business firms. The C curve is 
effect 
bas ma giver stribution of this income 
I} whout the analysis it is assumed that the 
nvestment 
rve wsses the 45 ne trom above shere 
ire not ms hetween O and O'. The significance of this assump 
nat be made Clear below 
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the 45° line, OO”, shows the amount of taxes 
collected, at constant tax rates, by the gov 
ernment at ea vel of GNP." If the O7 


curve is concave to the 45° line, tax receipts 


lecrease as a px reentage of GNP as the latter 


rises fit 1s mvex, the Opposite occurs 
ind. itisa straight ne. tax receipts as a 


percentaye © GNP are constant 


le vt sof GVP 


For diagrammati simpli ity 


we have assumed constancy in the tax 
GNP ratio, but none of the results wou 1 bee 
lifferent in the absence of this assumption 


The equ librium level ot G VP is found at 

Ol the C/U 

curve. Out of a private d sposable income ot 


OJ IM 


curve Crosses 


S, where the 


is spent for consumption, and this 


ilong with MLV gross private investment 
ind VS government expenditures yields a 
total expenditure level of JS OR Ri 


taxes are 
RS 


income. In the ab 


total nditures, SU 


From RU 
collected by the government, leaving 
ol private disposable 
equilib 


sence of any shifts in the functions, 


rium will be maint tined at the GNP level 


of GNP, con 


m cpenditure have talien snort ol 


t this equilibrium level 


orivate disposable income by an amount 


this amount being equal to the sum of 


personal and gross business saving. Since 
gross private investment is also MLV, per 
sonal and gross business saving equal 


yrivate investment. Government expend! 
tures equal VS, tax receipts equal SU 

VS ind the budget ts therefore bal 
inced. Personal and gross business saving 


investment 
both sides of the equa 
] to zero 
of consumption, grass 
investment and government expend 


itures, of, JM + MN 4 


VS. It is also equal to consumption plus per- 
I 


at equilibrium, 


sonal and gross business saving plus taxes, 


Covert nt transfer payments have been ig 
red. To include these payments, the OT curve 
to sh taxes i transter pavments 


or to IM + V\ + Su Fina \ GNP is 
the sum of private disposable income 


dividends, and gross 


and taxes, or RS + SU 


Dusiness saving 


Il. THE ARRAY OF FULL-EMPLOY 
MENT BUDGETS 

li, full employment GV?P, OF, is to be 
reached, the C/G and the OT curves must 
intersect on the horizontal line FO". Any 
point on ho represents a possible meeting 
place lor these two curves and, once they 
have met there, a route to tull employment 


ts been taken. It the two curves intersect 
on FO" to the lett of (J, the government will 
have surplus budget at lull empioyme! 


li the budyvet 


be balanced, and, if to the night of Qon FU’, 


curves intersect at the 


there 
More 
to the left of line JV, there is a surplus budg 
too 


will be a deficit at tull employment 


venerally, if the two curves interses 


et JO, a balanced budget; and, 


right ot a deficit budget 


Phis may be demonstrated in the tollow 


Ings Way level of private disposable 


any 


income, tax receipts may be measured by 


listance between the at 


irves intersect and the 45° line 


her hand, at any level of private 


disposable income, government expendi 


tures are shown by the vertical distance be 


tween the point at whi h the two curves in 


tersect and the C/ curve. Since it is the same 


} 


intersection point in both Cases, whenever 


the C/ curve lies about the 43° line, at any 


level of private disposable income, the gov 


ernment budget will show a surplus; if the 


Cl curve lies below the 45° line, there will be 
a budget deficit; and at the level of private 
intersect, 


It is there 


disposable income where 


they 


there will be a balanced budget 
fore possible to achieve tull employment 
GNP by moving toa surplus (between F and 
Qon FO’), a balanced (at ora deticit (be 
tween and O' on FO’ Thus, the 
reflect the 


budgets toward which the e 


budye t 


points on Lo entire array of 


onomy may 


move to reach full employment 


of OR 
| 
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ditures wl 


to full 


illustrated in Figure 
vernment expendit 


by AM, and hence the total spending curve 


rates constant is 


2 tw ures have increased 


been upward by that amount 
altered in ac 
nts of Route I 


and the 


t heen 
ith the re juireme 


n the nsity to consume 


mrote 


imount of gross private investment, the new 
ibrium level of GNP is OF, which is as 


» be full-emplovment level At 


' 


expenditures 
Hl 


therefore, is shown 


employment, government 
UP 1 tax receipts are Heo 
government deficit, 
by LP. Since private disposable income is 
OD and consumption is DU, UL represents 
the sum of personal and gross business sav 
investment equals UP 

1} 


issumed unchanged), and hence LP shows 


private 


investment, which 


rovernment deticit 


of saving over 


Route |, therefore, has been represented 


i movement from S to 7, or from a bal- 


ito a deticit budget. Now what moves 
vade in following Routes IT and ITT? Al- 


» of these moves has not been 


in Figure 2, » reader may con- 
» that figure along with a small 


mayination. Route IT calls for an 
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increase in government expenditures and a 
sutlicient increase in tax rates to balance the 
budget at full employment. In terms of Fig- 


ure 


this requires an upward shift of the 
C/G curve and a leftward swing of the O7 
Again, in their new positions these 
curves must intersect on FO’ if full em 
ployment G.VP is to be achieved. We have 
already observed that the only pointon FO’ 


curve 


two 


which reflects a balanced budget is Q, and it 
is therefore at this point that the curves 
\t V, tax receipts are QO 
and government expenditures are 


must intersect 

ON ) 
(.V—the budget is in balance. Thus, Route 
I] involves a movement from S to Q, or from 
one balanced budget to another 

Let us now consider Route IIL], which 
calls for constant government expenditures 
and a sufhcient tax rates to 
reach fullemployment. In terms of Figure 2, 
this route demands no change in the C/G 
curve and 


decrease in 


a rightward swing of the O7 
The only point on FO’ at which the 
two curves can intersect is Z 


curve 
Thus, Route 
III calls for a movement from S to Z, or 
from a balanced to a deficit budget. 

We have, therefore, located three points 

Q, H, and Z— on FO" toward which we 
may proceed from S to reach full employ- 
ment GNP. But, as we have seen, a move 
ment from S to any other point on FO’ 
would also achieve full employment. Since 
the three routes do not allow us to reach al! 
points on FO’ 
would seem best to redefine and extend these 


or all desired budgets — it 


routes. If we remove the necessity of balanc- 
ing the budget by Route IT, then we are able 
to gain any point on FO" between F and H 
including F but excluding H) by raising 
both government expenditures and tax 
rates, from S. Point H can be 
reached by Route I, and Z may be attained 
if we follow Route IIL. This leaves the points 
between H and Z and between Z and 0” 
The points between H/ and Z can be reached 
if we lower tax rates (swing OT rightward) 
and raise government expenditures (shift 
C/G upward). We shall call this Route IV 
The points between Z and O’ can be reached 
if we lower both tax rates and government 
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expenditures. We shall call this Route \ 
Thus, there is always some one of the hive 
routes that will lead to any desired bu 
full employment." 

IV. TYPES OF BUDGETS 
AND THI 


FULL-EMPLOYMENI 
FIVE 


ROUTES 
One more question remains to be 
What 


balan ed, 


swered types of budgets surpius, 


may be reached at tull 
ive 


employment by each of routes? 


the 


Glancing back to Figure we see that it 
would be possible to attain any of the three 
types of budgets by following (the redetined 
Route LI; but, if any of the other four routes 
were followed, only deficits could be reas hed 
lhis is because each of these four routes in 
volves either no change or a decrease in tax 
rates, and, since the OT curve already cuts 
FO’ to the right of V, the intersection of the 
OT and CIG curves can take piace only be 
tween Qand O' on FU’. And all these points 
as we have seen, retlect deficit 

But it is at once apparent that 
a general answer to the question, since the 
types of budgets reached by each route 
clearly depend on the initial starting posi 
tion, that is, on the initial positions of the 
OT and C/G curves. For example, if in Fig 
ure 2 the OT curve had cut FO’ at Y, then 
Route I would have led to a balanced, and 
not a deficit, budget. Therefore, Figure 2 11- 
justrates only one of several possibilities 

What, then, are all the possible starting 
positions below full employment? Consider 
first the OT curve. This curve may cut FO" 
between Q and 0’, at Q, or between F and 
(0). These three positions will be denoted by 
the letters .1, B, and ¢ 
CIG curve may cut FO’ between QandO” at 
0’, to the right of O’ on an extended FO’ line, 

The segmen {Fo reached b 
route would be different if the tial positio 
OT and CIG curves 
It re 
any point on FO 


respec tively The 


that are 


ther than those s! 


] igure 2 ains true in any case h 
nav be reached by 
routes 
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Way 
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Figure 3. For the following 
and OT curves are! so they 
have been omitted fr The 
curve is retained and 1s now labeled EJ 
and OO is a 45 Private disposable in 
come and G.VP are again measured on the 
lower horizontal and the lett 
respec tivels As before, OF is assumed to be 
the full-employment level of GVP. Tax re- 


ot needed 


mm the square 
ine 


vertical axes, 
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at @/, or between F and These tive post 
tions will be denoted by the numerals 1 2, 
3, 4, and 5, respectively 
However, if the OJ cur 
right of , or else there wo A 
below fullemployment. This is 
n cieariy shown nl 2 Lheretore under 
&,t cre Aare niv t et possible 
tions for the C/G curve — between Vand 
mio the right of O'. When the 
position C, t the C/G 
be in an om! the tive prositions 
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thus, eleven scpirate cases 
cleve ‘ irate Starting posilions below tull 
nsider. These re shown 
illustrating the t pes ol 
ible by each route, starting from any unde! 
emplovment buduet from any of the 
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employ eleve diagrams of the Figure 2 va 
riety. Each diagram would show an initial 
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and each of the five routes ce 
followed to discover the 
ployment budgets to which it 
already employed Figure 2 
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_in the sense that any budget on this 
curve (and no others) will insure full em 
ployment G.VP 

All budgets represented by points above 
EE’ correspond to total expenditure levels 
below full employment. This is_ easily 


proved. Consider a point directly above any 


TABLE 1 
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ivure 3. Then P on 
represents a full-em 
ret, with government expend) 


tures of HP and tax receipts of O'H (=HL) 


yovernm 


on 


in 


it 
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iv it can be shown that any 
idget represented by a point 
eld the full-employment level 


the nroner 
propenst 


fof the private sectors but is also 


ndifference curve of the govern- 


“ame as 
same as 
Cuts FO’ at 
Cuts FO 


point on EE’. This new point represents the 
same amount of tax receipts but less govern- 
ment expenditures, and hence a total ex- 
penditure level below full employment 
Similarly, any budget represented by a 
point below EE’ corresponds to a total ex- 
penditure level above full employment 

\ny budget shown by a point on the 45 
line is balanced, and any above this line is a 
surplus; and deficits are shown by points be- 
low the 45° line. Thus, all full-employment 
budgets between E and V on EE’ are sur- 
pluses, and all between V and £’ are deficits 
Point V represents a balanced budget at 
full employment 

The eleven underemployment positions 
are illustrated in Figure 4. The A cases lie 
within the shaded area .VH/O'E’, the B cases 
on the line VH, and the C cases within the 
area EFHN. NH, therefore, separates the A 
from the C cases, and itself shows the B 
cases. The slope of VH measures the change 
in tax receipts over the change in GP, ef 
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constant tax rates. This slope is, therefore, the 
marginal “necessity of the ec onomy to pay 
taxes, at constant tax rates.'' If we moved 
from the underemployment budget at R to 
both 


. 


the full-employment budge 
ernment expenditures and tax receipts would 
increase, but tax rafes would have remained 

Any from RK to a 


to the would repre 


movement 

left of \ 
in tax rates, and any move 

onr’R to a point on EF’ to the right 


present a decrease in tax rates 


nerease 


‘initial structure of tax rates 
‘smaller would be the slope of \VH 
‘he broken lines in Figure 4 set off the 
several cases under 1, B, and C and thus re- 
flect various | the C/G curve 
Cases 41, B1, and C1 are found within the 
area ZJE'N; cases A2, B2, and C2 on the 
line JE’; cases A3, B3, and C3 within the 
area JFO'E’; case C4 on the line Z.V; and 
case C5 within the area EZN 
We returned to our original 
question: from any of the eleven underem- 


ns of 


have now 


ployment positions, what full-employment 
budgets may be reached by each of the five 
routes? Route I calls for an increase in gov 
ernment expenditures with constant tax 
rates or, in terms of Figure 4, a movement 
parallel to line V7 from any point above 
EF’ to EE’. Commencing from within the A 
area ises 11, 12, and 13 


budgets may be attained at full employ 


only deticit 
budget may be 
the VH/ line (cases 
1 only surpluses if we 
cases C1, C2, C3, C4, 


ment. Only a_ balanced 


1 if we start 
2, and B3 
start from t 
und C5 
Route IT requires an increase in both gov- 


he C area 


ernment expenditures and tax rates, or any 
leftward descent that is less steep than the 
slope of V/7. We may therefore reach any 
type of budget from the A area but only sur- 

pluses from the B line and the C area 
Route III calls for constant government 
The pe of NH would be equal to the sk pe ol 


an OT curve if the that 


the horizontal distance vertical 


latter were drawn trom O s 
between it and the 
amount ot taxes collected by 


of GNP 


axis OF, showed the 


the government at each level 


expenditures and 4 decrease in tax rates, 
a horizontal movement from left to nght 
Figure 4. If we start from within the 
ZIE'N (cases Al, and C1 


budgets may be attained at full employ- 


area 


deticit 


ment. Only one deficit budge 
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it is impossible to reach full employment by 
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this route.” I 
(C4), 


reached, 


may bee 
¢ area 
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case C5 

Route [IV demands an in 
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rates. In Figure 4 this would be represented 


that of 


by a leftward descent stec per than 
VH or by 
from the 


anv rightward descent 


1 area or the B line, o 
budgets may be reached at full em] 
If we from within 
ZFUN, any of the 
reached, and, if from line 


EZN, only surpluses 


A decrease in both government expendi 


commence 
three types 


ZN and 


tures and tax rates is called for by Route V, 
oran upward movement from left to right in 


Figure 4. It that we cannot 
reach full employment by this route from 
within the area JFO' EF’ or from the line Ik 
Only deficit budgets may be attained from 
within the area Z/E'N or from the line Z.\ 


However, any 0} the three types of budgets 
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is from Vv. CONCLUSIONS 


Phe preceding analysis has demonstrated 
full employment G.V 7 may be achieved 
any budget from a range of surpluses 
leficits, or with one balanced budget, 
-d the EE’ curve crosses the 45° line, 
igure 4. However, if EE’ lies, in its 
above or below the 45° line, then 


FULL EMPLOYMENT 


be A cases but only surpluses 


mployment only budget surpluses are available for full 


ngfrom employment in the former case, and onl) 

nt posi- budget deficits in the latter. Other shapes of 

were at EE’ are conceivable (for example, it may cut 

position the 45° line from below), but I shall leave it 

a balanced _ to the reader to work out the results of these 
‘unusual” cases for himself. 

Given our assumption regarding the EE’ 

curve (which appears to be the most realistic 

one), an upward shift of this curve will de- 


s attainable if the starting point llr 
within the area EZ\ 
fable 2 summarize the results for ali 
es. Vert the table lists the elever 
tarting: pos tiv below tul empl vment a 
rivet t he table re rds the tive 
routes to full employment. The primary as 
of the to show at typo ot ent 
TABLE 2 
REMPLOYMENT POSITIONS AND ROUTES To 
Balance 
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Detiwit . 
Til ar 
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( inet 
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t 
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( ‘ Balance 
Detieit 
Sort . x x 
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Deticit 
j 
budvets n i\ be rea ed at tulle 
hy if the tive routes, comn 
ek the cleven ur lerem} 
trons. kor example the ecor 
Cl. and full emplovment wit! 
hudvet were desired, the. table 
Route IV would have to be fol 
Ing from posit les 
fulfilled only by Route IT, et 
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crease the range of deticits and increase the 
range of surpluses which will insure full em- 
ployment. A downward shift would have the 
opposite effects. Also, the smaller the mar- 
ginal propensity to spend (ie., the less the 
slope of EE’), the narrower is the range of 
choices of government expenditure levels to- 
ward which one may move to reach full em- 
ployment. This is because with a relatively 
flat 2’ curve private expenditures are in- 
come inelastic and so will permit only small 
changes in government expenditures 

he entire array of full-employment 
budgets may be reached by the five routes 
specified above. Whether any one route, 
however, will lead to a surplus, a balanced, 
ora deficit budget depends on the particular 
underemployment budget with which one 
starts. It appears that it is impossible to say 
what the most likely situation would be. 
(ne case may be presented, though, if only 
to indicate the range of possibilities. Suppose 
that from full employment the EE’ curve 
shifted downward and remained “for some 
time” at this lower level. It is quite likely, 
then, that the underemployment budget 
would be found within the A area, since both 
the downward shift of the EE’ curve and the 
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would increase the size of this area relative 
and it would be highly un- 


resulting leftward shift of the line’? 


to the C area 


likely that the underemployment budget 
would just happen to fall on the .VH line. It 
the underemployment budget did fall in the 


1 area, it would most likely be found in the 
A3 portion of this area, since it is this por- 
tion which would increase the most. But 
from the A3 area it is impossible to utilize 
Routes III or V to achieve full employment 
(assuming no negative taxes). If the authori- 
ties were reluctant to raise tax rates in a de- 
pression, then only Routes I and IV would 
be available for full employment. Either of 
these routes, however, would lead only to 
deficits at full employment. Hence, in this 
case it would be most probable that at full 
employment the government would be run 
ning a deficit budget 

There are many more possibilities, but 
they will not be explored here. In exploring 
them, however, the reader should be re- 
minded once more of the many limitations 
of the basic ‘‘model.”’ 


2NH would begin at the new intersection of the 
EE’ curve and the 45° line 
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sfers from 
ies in the 
uirv would 


and pro 


FEDERAL GRANTS AND RESOURCE ALL( CATION 


litical Science 


advantages in the poor area to justify the 


immigration of capital and enterprise, and 
the application of training and education, in 
omparison to the returns similar invest- 
ng, and migration would yield in 


tini 
richer provinces. Consequently, Bue hanan’s 
nore general analysis does not alter the fun- 


damental! shortcoming of federal grants.° 


Il 


Chere is no doubt that behind both our 
treatments of the problem les controversy 
about the nature of the national labor mar- 
ket. This I see as consisting of a set of small- 
er national markets for each trade and skill, 
each of which is further divided into regional 
markets for each skill. It is implicit in both 
discussions that the supply curve of labor in 
each market is perfectly elastic at some re- 
serve price, so that, when the price falls be- 
low it, labor seeks other opportunities, at 
I'he bundle of govern- 
be the same 


home or elsewhere 
ment-provided amenities will 
whatever job is taken within an area, but 
the worker will add it to the wage when he 
is comparing his lot with the rewards of op- 
portunities in other areas The greater the 


long-run tend 
possibility of less than 
In order ton ake the 


The entire discussiot 
In the 


virnent n 


short run 


t is necessary to spend 


5, 


arginal propensity to con 


to “in 


msity n 
mn is high; 


proj 

rt tron outside 
the federal grants plus the 
have redistributive (mar 
elfects; the local govern 
¢ as lar as possible by deficit 
s willing to expand expen 
ng is not offset by 


overnment i 
government spendi 
fhciency of capital, when 


ana 
fallin the local n arginal ¢ 
is hoped to raise the level of national aggregate de 
C{. Professor Somers’ ‘‘Gov 
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financieres, Vol 


hort rur 
ana Econom 
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A. D. SCOTT 
| n School of Economics and Po: 
norressor |. M. Buchanan's recent articie, 
Federal Grants and Resource Alloca- 
provice i veneral analysis of argu- 
ment t t tederu equalizing poli 
Since he done me the 
my own “Note on Grants in Federal Coun- —“CSsSCSCSCiés 
tri t 1 model of such arguments, | | 
eto make a tew comments on the 
whole 1 
\ hu in fas lyveste | the conten 
t fecler rant listort the il 
fre ree hased on the assumption that 
tive ire used primary to extend and ex- 
1) dd the pros ol state and local public 
ervice r “‘amenities”) or, 
to provide amenities of the natiot a 
eve vith te local taxatio! These ameni- 
1} largued, are rvely son | services 
i throuch their mpact upon the 
me distort the sup] ly of 
the var ireas toward relatively 
excessive suppiv just where productivity 1s 
( t. Bu nan ! contended that we can- 
not cla as trat 
A ew af workers throug! tte duca 
etter ¢ best use of federal t 
tie ‘ thers increase the r productivity ther where j) the localt 
} ittracti ul na al enter sume is | gt A) the 
fram other nart 
prise by mower tane preferential treat port pa 
©) the marginal prope 
the federation is low; 
t rrant Such grants may therefore 1 local matching taxat 
crease the national product more by being — ginal propensity-raising 
transferred to the poor states than if they tnent is willing to fina > 
were distributed to the richer ones. My ob- . wh 
ection to argument is that it relies 1 
eavilv upon there being sufficient natural 
k 
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federal transfers, the greater this bundle of 
amenities, and the lower must local demand 
sink before outside 


to the 


marginal productivity 


opportunities become attractive 
worker 

So far as I can discover, Buchanan agrees 
with this view of labor supply as far as it 
goes. His first point of difference is that the 
federal grant may not add to the local amen- 
ities, in the sense of social services, but may 
the 


When greater educational opportunities are 


take form of educational subsidies 
present, the local population moves out of 
the category of unskilled labor and into the 
category of better-educated workers. The de- 
mand for and marginal productivity of such 
labor may well be higher, and the reward 
consequently greater. In addition, the exist- 
ence of a new supply of skilled labor may it- 
that 
ause an intlow of investment and enter- 


self raise the local demand, is, may 
prise, and reinforce the above consequence. 
My comment on this point is that, even 
matters did have such a happy outcome, it 
would not be a point against the resource- 
distortion Brietly, it is nota 
question of whether the provision of capital, 
enterprise, and training will pay dividends 
in the poor provinces. It is a question of 


argument 


whether the same resources will pay greater 
dividends in poor provinces than they would 


if transferred to rich provinces 

The second point of difference is about 
the demand for the various local supplies of 
labor. We seem agreed that demand is based 
upon the marginal revenue productivity of 
each kind of labor. My point was that the 
poorer the area (in my sense, poor in natural 
resources), the lower the demand curve will 
be, and the lower local rewards will tend to 
be. Buchanan's point was that (for any fixed 
local endowment of natural advantages) the 
more that capital can be induced to immi- 
grate, the higher the demand curve will be. 
The two points are formally compatible. I 
conclude that mobile factors should shift to 
where demand is highest. He concludes that 
demand should bt raised where resources are 
fixed. 

Yet there is no doubt that it is Azs case, 
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introduction of capital and enterprise 
into areas of given natural resources, which 


Buchanan considers Important He Sp aks 


». 209) of the ratios of capital to labor, in 
its various grades, and to enterpreneurship. 


He is prepared to admit that it may be de- 


ratios should 


be ad) usted 


by the emigration of relatively abundant re- 


sources ¢ by the immigration of scarcer 
ones. He then sets forth reasons for believing 


relatively 


that, if capital and are 


scarce, fiscal measures which attract and tix 
local labor may attract them also (pp. 210 


15). It seems clear that he has the Southern 


States in mind, and this analysis, which in 


l the u 


my paper I likened to fant-industry 


argument for tariffs, may well apply there 


In thus concentrating his attention upon 


the ratio ol capital to labor, implicitly as 


suminy a uniform endowment of natural ad 


vantayges throughout the federation, Bu 


chanan ignores the opportunity cost ol the 
than 


mobile tactors, which may be yreater 


their vield in the poorer states. In unitary 
states only one thing is geographically per- 
manent: the location of natural resources. In 
federations the geographical data are given 


the k 
boundaries of the federal 


in two respects: cation of natural re- 


sources and the 
states. Some states will thus inclose rich re 
sources, others poor. Buchanan's scheme of 
equalizing tiscal pressures* cannot equalize 
yatural wealth and thus will result in aiding 


the poorest province, attracting there, as he 


has so clearly shown, capital and enterprise, 


as well as fixing unskilled labor 


The whole argument, in fact, resolves it 


self into whether or not the provinces re- 


ceiving the federal grants are the best tields 


for suc h aid irom the income producing 


Federa aq 
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Section IT of Buchanan's paper points out that 


equal per capita u 


tion of allocatior 


workers with low arginal produc 
) areas. I quite agree with 
in the foot 


wh sub je tis 


may predominate in cer 
I suggested 
The 


this analysis, part of which 
note to p. 419 of my paper 
mensely complicated, and ha 


n common with 


recent discussions of custor inion proposals 
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Hur 


rai resources are adequate, 


hanan’s implicit assump- 


y development, and that labor 
treas requires only training and ex 
cient utilization lead him 

irvument that transfers will 

in etl ol 


My own assumption was that both 


wient use national re 


urces and the other factors are 


that national product will be 
the scarce labor capital and en- 

re attracted to the best soil, perts, 

tc.. and that federal transters 

ate this attraction unless the cyno 

jre ot iscalattraction apype ns to be, by co 


dence 


the optimum location of produ 


last section Buchanan discusses the 

vht of resource-allocation considerations 
making. He objects to policies con- 
commonly accepted ethical stand 
ind urges that oposition§ to “harsh 


sressive measures” to distressed and 


Op} 
blighted areas should not be lessened on 
vrounds of allocative efhcency He 


urges that equity, national interest, and the 


alone 


preservation of minimum standards of the 
surely another aspect of 


vuld be the primary trinity of 


ervices 


motives for federal transfers 


I do not, of course, urge allocative eth 
ey as sole grounds for transfer or any 


licy. The science of public tinance 


become recently very sensitive on this 


tas Buchanan's own recent contribu 
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tion on the pure theory of public finance 


shows.’ and the extent to which the econo 


mist should take his cue from the legisiature 
the press in discussing specific measures 
It stall 


and 
is still a matter of some controvers) 
seems to me that the economist may ust fulis 
ave 


point out that some federal decisions ! 
that 


costs as well as benefits, for example, 
the rejection of the St. Lawrence Wate 
Project, while benefiting New Englan and 
the Atlantic Coast, 
“distressed and blighted” areas, ¢ 


may, 


service to the maximization of the national 
product, or that the people of ‘Tasmania 
might serve the Australian commonwealth 
better if they lived where their work was 
ly to be 


more useful. Economic policy ts | 
wrong if it does not consider these matters 


Int 


and balance them against more pleasent 
considerations. The amount that any federa 
tion can invest in its weaker members ts lim 
ited. even in the United States; and 
profitability of reinforcing strength rat 
than weakness should join Buchanan’s trint 


ty of co-ordinate (not alternative) objec- 


the 


er 


tives 
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ROFESSOR Scott's stimulating comment 
larined certain points of difference 
inalvysis of the allocative effects 
nts contained in my paper and 
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argument of my paper is not affected. I did 
not state, and I did not intend to imply, that 
income-transferring grants will tend in all 
cases to peomote a more ethcient allocation 
of economic resources. The part of my paper 
under discussion concluded only that ‘no 
general pattern of resource distortion can be 
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graph of the 
“It has been 

applicable 
The 


nd the one which ap 


id the final para 
e statement: 
no universally 


may| be drawn original 
Scout, a 
!| supports, is the more gener 
burden of proof rests with 
demonstrate that his model ts 
the 


| world 


the 
must 
the representative but also 
exist rea 
*Detaile 
but it 


also other situations 


one. There may 
ions fitting Scott's model 
al inquirv”’ would reveal these, 
would surely reveal 
more clo 
of the 


concentrath 


approximating the conditions 
My 
yn on the role of income-trans 
alloca- 


imputed to my analysis 
ferring grants in improving resource 
tion was designed to accomplish the nega 
tive purpose of refuting the more commonly 
held views 

Despite the fact that the logical structure 
of my analysis does not require that I do so, 
Iam willing to defend the model attributed 
us being more descriptive of reality 
There is no appar- 
actual effects of 
Social service 


me 
than that opposed to it 
ent disagreement on the 
grants on resource movement 
grants tend to encourage labor to remain in 
states; other income-transferring 
grants tend to encourage the shifting of capi- 


re 


Ipient 


tal investment to the low-income recipient 
But g of capital to be 


ent, there must be assumed to be pres- 


states for this shiftin 


ett 
in these areas sufficient natural advan- 
the marginal social productivi- 


ent 
tages to keep 
tv ol 
ibove t 
invested In pore geographical locat ions. In 


ipital investment equal to or 


hat prevailing for lil ke unitsof capital 


this « 


my opinion, this assumption is justified for 
the poor regions of most federal countries 
Scott does not accept this assumption as 
warranted, and this appears to be the signift- 
cant point of difference between us His em- 
phasis the importance of natural re- 
sources does serve to bring out a deficiency 
paper in th: it I did not make this as- 
icit aS possi ble? There is no 


on 


in mv 
sumption as exp! 
important disagreement concerning the na- 
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emoency 


in mv paper has also been point 
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ture of regional labor markets or of the de- 
sirability of including efficiency considera- 
tions in all matters of economic policy 
Scott seems to agree that the relatively 
poor geographical areas in federal countries 
are characterized by both a relative scarcity 
of nonnatural resource capital and a relative 
surplus of labor, especially of the unskilled 
variety. His point is that these areas may 
also be so poor in natural advantages that 
any additional capital investment would be 
socially inethicient; therefore, the out 
tion of the surplus population is the only de 
It seems to me 


migra- 


sirable resource adjustment 
the 
any geographical area already charac terized 


that paucity in natural advantages for 


by a labor surplus could scarcely ever be suf- 
ficient to Jeduce the marginal productivity 
of all supplementary capital investment be- 
low that prevailing else where. The produc 

tivity of capital depe “nds on the a of 
the comple mentary resources with which it 
works. Although natural resources are com- 
plementary to mobile capital, they are no 
more important, and probably considerably 
than labor in determining 
marginal productivity. As Scott implied ina 
footnote to his earlier article,’ 
sources may well be much more significant 
\ lack 
of natural resources in a region may serve to 
keep the average product of capital relative- 

ly i ws it likely to keep mi irginal 
productivity below that ade in other re 

gions provided labor is in excess sup ply 

The type of capital investment which will 
in, and thus 
ted to, the 


less important, 


natural re- 


in determining average productivity 


Is not 


tend to be most productive 
will tend to be the first attra 
areas poor in natural resources will be in 
vestment in which utilize a 
high proportion of labor and which exploit 
the natural advantages that do exist as 
fully as possible. Investment in heavy in 
dustry would be inefficient in regions det 
cient in power potential regardless of the 
degree of labor surplus; investment in light 
industry requiring little capital equipment 
per worker would probably be efficient in 
regions possessing surplus population no 
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movement of the « 


southern labor 


in which 


intinued to move northward typifies 


ne of resource adjustment needed in 


ntrv. In this case it is clear that the 


y resource movement has taken place 
te absence of federal in 

rt discussed. The ar 
Scott is obv not 


Ircumstances 


In a more general sense, the diversity of 
approach between Scott and myself proba- 
bly stems from a fundamental! difference in 
the manner of classifying Scott 
appears to adopt the traditional trichotomy 
, labor, and capi- 


resources 


land (natural resources 
tal--and his views seem colored with the 
idea that 
“original and indestructible.”’ This 


Ricardian natural resources are 
Somenow 

im to devote special attention to the 
role of natural resources and to overempha- 
size, in my opinion, the geographically opti 
mum allocation of resources. I prefer the 
Knightian into 
two Broad categories, labor and capital, with 


classification of resources 
natural resources included as a subdivision 
of the latter. Invested capital seems ¢ learly 
to be a more important subdivision in the 
consideration of most economic problems. 
here are few resources which cannot be 
produced and destroyed in an economi« 
sense; investment can produce soil and even 
climate to a degree. For example, the Flori 
da Everglades are now scarcely able to sup- 
tribes of Seminole Indians, but, 
with investment in drainage, 
this revion might be transformed into a high- 


port the 
substantial 


ly productive agricultural area. With the ad- 


* vent of scientific rain-making and the pos- 


sible peacetime utilization of atomic energy, 
the importance of natural advantages in de- 
termining the efficient location of produc- 
tion will be further reduced. 
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inear seems to have been relatively stable over 


Studies of sar 


im 
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firms give sin 


ilar results 


f large 


When, 


and smaller 
instead of 


nalyzing time fluctuations, the behavior of in 


dividual companies in a single year 


is compared, 


exerted 


rt 


rexampl 
to learn (1) whether 
affect dividend pol 
ot retaines 
equity cay] 
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have a similar etiect 
poli y is not al 
shown in the 
flects inventory reval 


Yet, though 
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ults 


t 
tthe results are again confirmed. Certainly there 
i does seem to be s ething to Work « 
Pp. Phe value for the “marginal propensity” is 
computed OV preparing s ple and multiple re 
The cor neglect in economic litera gression equations. The results look good-~nu 
ture of the study of business Saving ts behav merous charts d pay a pe er cegres + organ 
ior and its determinants —is most surprising ration of dots around the appropriate straight 
view of the i portance of the - ind the lines. But une V are really not pre thev a * 
cant with which it: can be bandied, Pro- to be. To propes 
fessor Dobrovolsky has fortur stely taken at tv of all manulacturing corporat to retain 
least a first step in repairing that fault. His find- ‘"¢°™ between 1924 and 1943 was estimated a 
ings, | resented concise! ar clearly, not only 8S, the lope of the line of best hit Yet, tting 
are \ iluable for the elve t sh dot ich the perk 1935 nordert i\ i the etlect 
to stimulate an interest in this field of the undistributed profits tax, on only eight 
Nohrovolsky h thie the occasiol did the ratio of the change n retained 
havier of corporate come retention, or net to the between 
and CCASIOT gross) Corporate saving n the § and 1.0 
r. But since manufacturing ol these changes was k than 4 or greater than 
1, or the changes were in Opposite direction 
1015 43) for about one-half These results are not, { course, Dobrovolsky’ 
me and about the same fault: but they do suggest the need tor caution J 
in using i 
nings, his results deserve ght 
In seeking to determine the fluence ol other 
answer a number of ques lactors upon corporate iving, the author deals 
norate saving function”: with the influence of the dividend level of the 
is there a relation it nreceding vear, the firm's rate of expansion, and 
me retentior that Was its regerve position He finds tt it the level of re 
and stable to justify the tained income d pends rather ci ely upon the 
hat were its important rate of expansion and the level ot lividends in 
«hak th the past and that the reserve position 
ropensity f the cx rj. only a minor influence. But, while these es 
Next, was there a dif are interesting, they leave a lot of questions un 
¢ habits of large and of e, we should be interested 
rations? And, finally ¢ cash position does not 
the oft ind therefore the imount 
tage of net worth basis) whether the structure of 
ng the level HW Corpo ecially the amount und 
ck outstanding, does not 
pibvolsky gives an nd (iii) whether dividend 
fluenced by the rmount 
— r profit that actually re 
= 
—— ae the study does not say the last 
time is readabk and skilfully pre 
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cause of familiarity with relevant data 


even with their limitations) and a ter 
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nof annual capital ex 
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on the treatment of tempts to assas the benefits of alter 
sen and Goldsmith es say, two methods of flood contro! 
ites of various age fect the amount or direction ot 


of a sample consisting data on capital stoch 


fing 
heets as shown on federal estate tax Thus, the expanding 
ntema describes the ambitious WPA sheet information makes it important to 


questions about /ow to measure ks. 


f Estates Survey,” in which 
be guided, of course, by 


data were pum hed on IBM ] loration shoul 


nes the use of sample realty clear ideas about what we want to measul 
the 4n even greater extent than this collection of 

of real estate , pay ers‘indicates, explicit consideration « f the 
apers state or imply hy ways we hope to use a national balance sheet 
it the relationship of balance-sheet 


valuations to 


ought to influence our decisions about measure 


omic behavior and are of more gen- = Ment In what form (e.g., with a breakdown by 
ll examines the cyclical implica regions, industries, Owners, OT debtors 
-twar debt structure. Klein ex balance sheet be most useful? What s« 
of the Survevs of Consumer Fi pothe ses appear most promising ane! 

h quest 


testing? Additional inquiry into suc 


would round out Volume XIV to good advan 


tage 


ships among liquid 
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economic 

S appear to In this little book of lectures Professor Slich 

i example is _ ter discusses economic changes which took place 
or-creditor positions in the United States up to the start of the war 
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leflation on the in Korea, long-run implications of the defe 
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instances, expos 


Times Magasine 
earhet bn aS al 
across tamuliar 

ur society 

husiness savil 

result from decisions to invest. Controver 
questions on which he takes a stand include 
\ xX case, } rses Acie In an's | 
tion, 3 he incidence 0 the corporate 


tax, where he appears to re ject the teachings of 


pecuniary marginalisn 


rhe picture of a future economy which he 


presents will, in gene ral, gladden the heart of an 


A.D.A. man more than that of a Taftite. His 
evaluations, however, will frequently not please 
those who place ! hopes in labor umior 

tion, and governmental intervention 


antitrust ac 
in pricing polioes 
Language ar d stvle facilitate quick reading 
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Creating an Industrial Civilization. Ed ted 
EUGENE STaLey. New York: Harper & 
Bros., 1952. Pp. xvi+ 368 $4.00 


This is a report of a conference, held in May, 


1981. at Corning, New York, inder the joint 
auspices of the American Council of Learned 
Societies and the Corning Glass Works It was 
attended by nearly a hundred business leaders, 
professors, labor-union ofl als, ministers, a 
ministrators, and writers from the United States 
and other countries, chie flv Britain. They dis 


cussed the general problem of “Living in an In 
dustrial Civilization.” The first seven chapters 
of this book are reports of the round-table di 
and the last four 1 activity | ner 1 further? This 


cussions and plenary sessions, 


author's emphasis, correctly indicated by the chapters are devoted te “Ba Papers’ 
title, is prognosticatior it he treelv express¢ ‘ formic t the cus 
opinions concerning the desirability as well as at this « 
the probability and the prerequisites of various 1 he r e of the conference sto bring 
happenings. Within some tw hundred pages he together ‘ en ft liflerent aca 
covers dozens of different questions of var is le ‘ ‘ cs a erent ks of lite, tn 
kinds. The result, of course, is that u the ma cause it as hope that i informa sCUSSIONS 
jority of cases the discussion ts little more that their thinking judgments t roblems of 
of Slichter’s beliefs. In certai an industrial ld receive fruitful 
EEE tions are more thorough. bx stimuli, that the {be confronted with ne 
amples are chapter s passages on the future ol deas hich i ontlue the future Tr 
smal] business and { trade-u ns and chapter ind that the ea t noderstand the at 
VI's section on the probabilities of future titudes of me ‘ ferent 
spending T 1 ‘ roblen 
Much { the material is similar t the articles from a cditter t t i citter 
which Slichte has published in the Vew Vork ent practical « ce It , t expected that 
his the vonference rea tive results. The 
Tit time for « cu i t t. Such a large 
ce parts ating i | t es cact hich 
tly vere! aa very ? ? ? rther \ 
il iwainst the atta ent ota t set of results | 
the ind favored the gat n. at 
evitable contingency cu ns of this kind 
is that, ever tht t caretul anc precise 
| preparat , the raccidents of debate ofter 
lead to ar exha tive ventilation of relative 
msignificant i ia e te, of il st 
complete, ots tt! ost por 
tant ome [hos tact ight ut, lor ex 
ample, in the discu Vhe Individual’s 
Sense of Co unit vhiict it the very end, 
Louis Wirth read a series of seven points whict 
had only bee mentioned i yornota 
cussed at all 1. 149 St) 
and experience 1 the urticipants and the 
ground papers had to be very elementary, get 
eral, and broad in conceptior With the excep 
tion of the paper by K nand Denney on 
“Leisure in Modern America,’ hich contains a 
stimulating summary ot | mass leisure ts 
n ight, and should be ised, and | the 
social science lime ma contrifute more 
fully toward exploring the roie, tunction, and 
uses of mass leisure, all the background paper 
contain only ple, generally known prope 
tions and add little ! ir knowledge of the 
problems ot an indu trial cy ratio! 
Was the exper liture of what was 1 doubtless 
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us tax 


it the outset, 


Ww for easy 


t tind the an 


ly some pre 


tax 


it glaring 


generali 


mnditions 
iby 


». 16 


industrial 


1 local tax bi 


different locali 


ntified) hosierv and furt 
structs typical but 
a large tobacco company 
tax laws and data from « 
1¢ Computes the taxes the hosi 
companies Wo ild pay 
nineteen different states 
company are comp 
states. The author pom 
the limitations and the 
in this method of analysis 
The computations show 


tax load ith within states and between states 


companies. Further, the author sho 


These variations differ greatly for the different 


ng different cor positions Of assets, 

rent capital structures, or dit nt rates of 
earnings for the differnt companies, still other 
variations would be prod iced he intrastate 
differences are caused largely by differences in 
property taxes, and they make “interstate tax 
comparisons based upon state wide averages es 
pecially dificult to support”’ (p. 86). The inter 
state differences are caused by (1) varying tax 
rates; (2) “differences in statutory definitions of 
taxable property”’ (which the author thinks are 
more important than differences in tax rates) 
and (3) differences in the extent te which state 
tax systems depend upon taxes on property or 
taxes on earnings. In the extreme cases the dif 
ferentials between the low and high tax loads 
amount to over 3 per cent of and over 7 pe 
cent of the net worth of the pany ir volved 
This, however, is greatly reduced by the exist 
ence of heavy federal taxes on income. At the 
present time this factor wipes out more thar 
half of the differential 

\ comparison shows “‘little apparent correla 
tion’ between relative tax loads and the ranking 
of states according to value added by manutac 
ture in the industries concerned. Further, within 
North Carolina, the hosiery industry ts heavily 
concentrated in the four cities in which the hy 
pothetical property tax load on the hosiery com 
pany is the heaviest (Appendix C) 

Phe principal contribution of this study is to 
show that the effect of taxation upon industrial 
location is a far more complex problem than has 
usually been supposed and one which must be 
dealt with on an industry-by-industry basis if it 


$42 
e several pear tax loads are examined ar 1 evaluated The 
ti ints exw? the nm that the ¢ rning method ch en for this study is to compute hy 
cot ‘ tater’. Om the basis of nothetical state ar for identical 
the hed 1 rt fore us, serious doubt corporations in HEties. The author 
t be expre ‘ the mota cating uses the financial stat ts of actual (but un 
agnitude required for such e companies and 
conte es to th e It is granted that a c statements for 
, t ‘ " irti ints and that r state and local 
ome 7 ‘ tance ere formed and old rcial tax services, 
‘ ’ rhie Kut sc} urs? along the lines ry and turniture 
thie Ct is cle ries} t wivance six localities in 
‘ } ed re i the normal for the tobacco 
‘ nication through calities in four 
, ournal 1 been used and if ind emphasizes 
the r the conference had been error implicit 
cat research in enlarging or 
t t our} ledge on the chief prob e variations in 
f‘ereating an industrial A 
eries of t tiul, original essavs by leading 
! t the we reader a dye ibly also to 
\ ti ts of the ¢ ference that the book 
ch Mr. Staley has edited with much pa 
i 
rey 
n on Industrial Location. By 
{ Jor SUMMI Chapel Hill: Uni 
ty of North Carolina Press, 1952. Pp 
+ 155 
Motivated by interest in 
( entof the South,’ 
ced a study which 
t It might be well to sav 
ever, that a ‘ may be 
rsimple formulas will 
cit ‘ ‘ their to measure 
a ate ti lustrial tax load. He then 
et a pe trat leductive analysis of the 
ch he vs that for some indus 
tries t iri ta factor in plant location and 
there can be no valid 
trial th, but rather | 
or lant tes in ear 
tr the ered individually” 
Next ethods of measuring Zi 
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n, and thus permit loca 
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MARKHAM. Can we: Harvard University 
ferences Over a 
Press, 1952. Pp. x+ 245. $5.00 : 
The economies ¢ 


r Markham tells us that he original mainly the ad 

this excellent study ““Monop ing the requ 
Industrv.”” The militate again 
tomizes the as large prod have 
matic criteria of — profitable than the three 
vorkalole | they Substant al ce viations bel 
economic been rare since 1932 How cat 


lhe raver s not lacking in impuri 


the pressure of demand on cay 
ties. The three lea f producers account for helped keep leaders? 
roughly 75 per cent of output, and four more — some alternative orgat 
firms for almost all he rest. All but one were set or less? If profits have 
se co-operation of foreign remain substantially 
n ugh them, in effect, joined — turing in general 
in close-knit intert itional cartel arrangements this continued di 
has effectively insulated the evitable? 


A very high ta 
home market. Entrv is difficult. Price leadership Who, final 
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st, be handled intelligently. In his conclusion — is characteristic, it was reinforce 1931-32 by 
th= author points out that tax differentials do outmght« n. Prices show ensitiy 
influence the location of some, “but by no means __ ty to seasonal and cycli fluences 
all tvpes of nodustr i! nlants”’ 1) 109 He con Vet fisett r element irket struc 
siders this ineconot c,”” since it “mav prevent ture suggest the pos le cor iti! ty t 
the most efficient utilization of available goods purity with workability. First, economies of 
States ar ties tor ncluces that the atent pols 
competiti« foreun « ation.” and the high 
Several possible met! essary to get it started in America 
ferentials are considered « the tarifl should v be re ced 
mpractical. Or the ncreasing! tones terhiber con 
ild have states italble large t the mre ct 
tor tax provement ind price recduct rs 
f industrv. Industrial | the rayon producers themselve : 
nto a Se] urate category Imits monopoly power Thor the 
come tax and a pr tions when output falls much be 
the states and s! 
Phrough conferen ance of the industry likewise 
could eep tax load ible competitiot It short-run 
those industries in npetitive attract nto 
factor filecting loc cturers Price leadership a pear 
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n enforcement, and violations of 

1: the three specific markets of 

ind real estate rentals. These 

sed almost entirely upon operat 

f the OPA and historical reviews 

iwrency during its last vear of 

e reliance upon file records 

Readers who al 

eady know the earlier historical reviews of the 
PA will find little that is new tn them. The 


f these « hapters, therefore, rests princi 
on the fact that they do reorganize 
iterials so as to focus attention on the 


‘ment issue 


chapters ol the book reach a 
analytical level and become something 


last seven 


:an a historical record. In spite of earnest 

ne that the last half of the volume might con 
w insights concerning reasons for the 
market, I must report disappointment 

are promising starts, such as an examina 

m of the application of the theory of “differ 
i] association’’ (Sutherland) and review of 

{ the criticisms leveled at the OPA while 
operating. Unfortunately many of the 
ms of the war period (as, for example, the 

at “it was impossible to make profits 
observe the regulations’) were too simple to 
rve ch rebuttal; and, when restated in 
s general form, their scientific evaluation calls 
ore detailed evidence than such figures as 
igeregate reports of corporation profits and 
ness failures (pp. 313-19). Even presenting 
h figures by industry groups does not refine 
th to contribute much toward an 
most important questions 

On the other side, many of the operating 
ns of OPA officials (the reviewer was one ot 
hem), conscientiously made during periods of 
ntense activitv, when re-examined objectively 
almer atmosphere and with new evidence, 
prove to have been mistaken. After much 
ng, | have not found any such re-exami 

in this book. The point may be illustrat 
reference to chapter viii, in) which 
“formula,” and ‘“‘dollar-and-cents 

’ are classified to show the varying de 
“enforceability of the regulations.”’ All 
language, which anv “OPAster”’ will 

is used, but there is nothing new to 

iat it was really true. It was honest 

we believed it to be so then But now, 
episode, is there any evidence that 

ft fewer violations occurred——or that en 
ement was really better under “dollars-and 
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cents ceilings ‘freeze 
tions? There is no such evidence 
When the ‘“different al association”’ theory ts 
shown to be in 
308-9), the theme of 
(Wirth 
Here the auth 
portant points cor ning ronmental c 


in this 


applicable in important cases (p} 


with really 


trols in % n a thoughtful chapter 


ides by recognizing that 
n uch deeper than 
enforcement” (p. 345). The result of this conclu 
sion is to reveal that most of the arrows shot in 
the earhier | art of the volume have been directed 
at the wrong target 

L. CHRISTENSON 


Indiana University 


The Ptogressive Mine Workers of America: A 
Study in Rizal Unionism. By Harriet D. 
Hupsow. (University of Illinois, Bureau of 
Economic and Business Research, Bull 73 
Urbana, 1952. Pp. 152 


The Progressive Mine Workers of America ts 
an offshoot of District 12 of the United Mine 
Workers, established in 1932 in defiance of John 
L. Lewis’ attempt to foist an unpalatable collec 
tive agreement upon the workers The Ulhinois 
miners had suffered a waze cut of 15 per cent in 
1928 for what was held out to them as the only 
means of stabilizing employment, only to find 
that from 1928 to 1931 employment declined by 
one-fifth. Lewis regarded an additional reduc 
thon in wages as Cost ntial t » equalize Lilinois la 
hor costs with those in other fields, and in 1932, 


despite a two-to-one adverse referendum vote 
on the issue, he signed an agreement that low 
scale by about 18 per cent 


if the most bitter and bloody 


ered the wage 
The reupon one 
fratricklal wars the history ol American labor 
began. Professor Hudson has recounted the ma 
jor episodes in the struggle up to about 1940, 
when the PMW.A was affiliated with the Ameri 
can Federation of Labor and engaged in an un 
successful endeavor to extend its organization to 
other fields and to set tse li up asa full-fledged 
rival to the United Mine Workers. T here still re 
mains the task of recording the exit of the Pro 
gressives from the AF of L as a consequence of 
the latters’ short-lived flirtation with John L 
Lewis and the decline of the independent umon 
to a current membership of about ten thousand 
The Progressive Miners 


were never sull 


affect wages al-mining 

n competing with a rival 

in size and influence 

of a follows r, partic ilar 

n is confined to a single 

industry. Yet the 


deserves more 


area in acon Progres 
sive Mine W 

footnote in the pages of ican labor history 
Its succe ssful struggic 


by one f the most 


than a 
n the face of 


ited attack } powerful 
the United States bears witness 


n the author 


trade-unions in 
to the existence of limit ” | 
tv of even the mo 

Both those 

leaders as 
the other extreme a 
“lead” and to act 
would do well i* pron thi 
the coal mines as an instance of the possible con 
sequences will of the 
rank and file on issues that are felt deeply 
Hudson is to be congratulated 


upon an interesting and 


n othcials 


arbitrary 
of their failure to 
onsible”’ fashion 


s rebellion in 
nvolved in flouting the 


Professor 
informative chapter im 


WALTER GALENSON 


at Berkeley 


International Combines in Modern Industry. By 
ALFRED London: Sir Isaac Pitmatr 
& Sons, 1951. Pp. ix +309, $6.00 


Vhis is the third edition of a book first pul 
lished in 1934. It intends t 
market 
of the structure an 
tion of industrial con binatio After a net 
historical introduction the author offers a gener 
nbinations discussie 


niormé 


on mternational co-operation 


resent an analvsis opera 


al classification of « 
the economic conditions favorable to 
lishment of combinations is followee 

ter concerning public and private measures re 

Further chapters deal 
ibinations; how their 
|’ 


etlect 


stricting combinations 
with the structure of con 
affected by cor 
measures, especially tar ffs; and 


nmer ial 


with the 


operation 


of international combinatior n labor, con 
sumers, wages, and employment. The final 
chapter is devoted to future problems and 
prospects 

In the text and in the annexed bibliography 
the author mostly refers to pre-Second World 
War literature. There are very few references to 


studies published after 1940. The industrial 


545 
ciently strong t 
The role ota a 
that far oversha 
must inevitably be 
ly when its jut 
| 
Unirersity of 
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f the 
characteristics « 


a survev of ex 


ct t 


devek pment 


pro 
ment, 

f production which 

offer the economic growth 


2) What 


fiscal 


the 


Development im 


taxes and 


) str 
different populatior 
3) How does the 
1 the fiscal system? 
ns affect the n 
© fiscal Operations influence the 


money in the cor 


ind hence exert inflation 
or deflationary effects? (5) What 


are the 
ill effects of the fiscal svstem on the coun 


al income, its distribution, and its 


fashion and of posing and sys 

natically answering these questions are con- 
The persons most vitally interested 

» findings of Mr. Adler and his colleagues 
uiministrators, and other 

ping plans and proj 

of Guatemala 


ot economists, but all 


government in a coun 


uatemala can and will play an impor 


le in determining the rate of economic de 


ent’s fise: ations on bi 


it. Hence an analvsis of the impact of 


verT 


isiness 


greement j ed apper kes are also out chapters on more urgent and significant topics 
t ratwr given to the ts veneral aspect thi book is a study of 
t t arte the Econom the national revenues and expenditures of (sua 
son Coun f the United Nations or to temala and an appraisal of the impact of the 
the carte r t f the Charter of the Inter country’s fiscal structure on the national econo 
t lrade Organization Although there my. But the chief merit of the book is not its 
tt ect that the ITO Charter will comprehensiveness or its care in discussing the 
ts pre t for ente to force, its cartel various fiscal measures in some detail. It ts 
ct te portant lar irk in cartel his rather the attempt to explain clearly how the 
tor fiscal system of Guatemala can contribute most 
i elect rganization of the factual — to the economic development of the country 
I’ er k seers somewhat In order to tackle probler the 1uthors 
Capri hue resentation f old material first present a structural 
here me ta are readily available not eas ind general econ ithe Gua 
explainable. The auth inalysis of the con temalan economy «i isting go. 
} t t ent does not transcend general ern ent receipts and expenditures Then they 
’ rat hich appear to be principally tocuse , trv to answer the five ma n questions wi ch mat 
‘ ch prevaied the cartel discu be y™ ed in evaluating the capacity of a fiscal 
f the World Economic Conference in vstem to in an optimal fashion to 
1927. ‘The study of Plummer conveys some in- economic (EB. (1) How does the fiscal 
% teresting information for the layman, but in my system impinge or business, notably the size 
, the k does not represent a signiiicant and location of business, investment practices 
contribut the field nternational combi by businessmen, and the profitability of busi 
Ervin HLEXNER 
if hongton, 
(ME is the effect of the system upon 
Publi Finance and Economic er n particular, incidence of 
(suatemala. B Joun ADLER, ted among 
C. OLson, Stat as to call 
Universitv: Stanford 1 ersity. Press, clopmental 
1982. P xin + 282. $5.00 t itself fare 
‘ | rauthor of tt volume and Henrys tiscal opera 
cw in 1949 study on the ih irticular, 
i kl Salvader hich vas publ hed 
’ h and was rece ed with general a 
Latin America! Asa result Mr. Adler 
his colleagues were invited by the Banco ce eds 
triucture of G The present book capacity to grow raj idly? 
‘ Since a usetul pattern had n 
Wallich and Adler's study on EL 
r. the authors a ted the best parts of 
cted those which did not a i 
hich n second thought at 
table. at eplaced them by on 
ect 
Henry Wallich y John H. Adler, Proyecciones  ygany of these men are 
now le (México: Fondo 
of them realize that the 
| ii ! 1, 1949 in English versior 
1981 under the title Public Finance ing ike 
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ductive, specu , such as urban 


roductive invest 


real estate, a! 


agriculture 


ment, notably 
technologically uj date industry 

The book abour n statistical data, many 
of which are original and as reliable as could be 
rocured. The authors were fortunate in having 
operation o neo de Guatemala 
he figures on na 
on are subject 
nore accurate 
vilar figures in Wallich and Adler’s book 
rtun “Statistical 


several chapters, indicating 


ately 


re estimated or 
The authors of this 


tion by in 
El Salvador stud) u ve distribution 
countr 
1ESSWOrTk, it was certainly prete 
such figures, because, even i res 


at 


sional character ar 


made, i t acquire a certain aura at 
d rather to n 
to Clarificati 
documentation 
putations of na 


income and capital formation figures 


Bert F. Hoserrrz 


Report of the sited Mi 
cal Asst ; 1a. (United N 
Publicatio 1951. ILBS.) New 
Columbia University Press, 1951. Pp 
27.81.50 

The Us 


ted Nat 


rs 


f April 1952, must be ad 


ng us up te date 


ernment 


lo overcome adn strative weakne 


ployment of tore 
both admirlistrative and technical, and a pro 
gram for the development of Bolivian personnel, 
as well as some reshuffling of government agen 


tions. To re 


cies and redistril estab 
lish monetary stability, encouraging saving and 


investment, it suggests the balancing of the 


547 
consumers, the monetary and banking system cohmi 
and the growing nat: al income itsell is of pr trons 
mary importane ind the authors careful ex York 
amination of these problems provides a useful u-+ 
catorot the ult late potentialities of 
malan economic development , 

Phe authors come to the conclusion that, al- 1h. gugemhip of H. L. Keenleyside, carried out 
though a certain groundwork has been laid it. survey during April-August, 1950. This re 
which would make the Guaten lan fiscal sys rt contains its analvsis and finding vith re 
tem a suitable instrument to further the e¢ nistoation 
‘ Gever | Os country, it stl ex >) 1 netary, fiscal, and budget 2 
hibits the typical ¢ aractet tics of an under nomic devel ment. al 4) social tevelopment 
progre ve tax burdens ind its emphasis r the educational system were thheld for clu 
government inve tment as a major lactor of é 
ver-all capital lormation The main changes, UNESCO 
hict \ lid ve The fir 1s that the paradox of ten 
ances in ter tae cove tial wealth and actual poverts and stagnat rin 
the country, ould be hugher tax rates, Uhus Bolivia is exp! od by the long history of gov 
forcing a greater portion of the itional income oramentalandad nistrativeinstabilit note 
to be saved, and differential taxation Gesigned 44+ Bolivia has had 60 presidents in 125 years 
to discourage investment in relatively independence, 7 presidents and 8 revolutior 
the last 10 vears, 18 Ministers of Labor in 4 
vears, and 8 Min ter iF nee in 18 mont! 
Phe revolution | 
the list to bring 7 
While hi via urgently needs « i t il f r ect 
norma development, the absence f political sta 
bilitv and of continuity ar ten 
ernmental | licies create in envir nent u 
favorable to investment | ler present condi 
tions risk Cap i} will not become available in 
any significant measure” 3). And, without in 
creased investment, the rise in pr juctivity ¢ 
sential to an improved standard of living be 
te comes impossibl 
the ways vhicn cate In its recommendatior designed to increase 
com} very sketchy output, the mission, consequent advocate 
work also omit ar estimate ol ‘ measures t iat ld help the tic il 
e and economic situation and that would encour 
age domestic savings and attract foreign cay ital 
At the forefront are provisions for administra 
, tive reform, fiscal and budgetary reform, and 
: substantial simplification and rev on { the 
' foreign-exchange control practices of the gov 
tiona 
would have been desiral le 
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enthusiasms and 
se to the threat 

ilarlv to Peal Harbor found the federal 
nent gravely lac king w ve Capacity 
fruitfully to utilize the energies ot 

> state governments, as that of 
York, moved with great speed to organize 
nrv for wartime tasks. The effectiveness 
izations was, however, limited in 

{ the exercise of the federal govern 
Onlv slowly were the state 

into the federal program 

nt of view of local or 
lures and regulations 

-d. The penalty in 

iscdirected enthusi 

wh this volume is much more, it cor 
study of state-federal relations 
on conditions from the state 
ints of view. There is little here for 

the reader interested in policy formulation, but 
there is a great deal on the reaction of state and 
al organizations to policy and programs for 
“din Washington. Organized topically, 
the volume is particularly useful as a reference 
ource to those interested in specific topics. Be 
vinning with the organization of New York’s 
Defense Council, it comprehends descriptions of 
the organization and operations of numerous 
yrass-roots activities. Individual chapters are 
devoted to such subjects as the organization of 
the state’s defense efforts, state activities in 
areas as rationing and price control en 
ment, home defense, industrial production, 
ransportation, manpower and s¢ lective service, 
agriculture, services in support of communities 
1 programs d 


literature which has nd individuals, ane esigned to ease 


ir World War IL experience — the difficulties of transition and reconversion 


level y™ licv devel | This substantial ve lume helps to fill an im 
portant gap in our assessment of our World War 

II experience. Of the numerous state and local 

jects concerned with recording World War I 
story, this is one of the few to have reached 
hition and is certainly one of the most useful 


s primarily a factual account. The federal 
overnment is the target of most of the critical 
omments, but, if appraisal of the state’s activ: 

ties is muted, it is nevertheless a valuable study 
presenting an analysis and a point of view w hich 


ve neglect to our peri 


CLARENCE H. DANHOF 


ington, 


S48 
iget through tax re rt esigned to reduce arise again, of more ray id and effective channel 
eva tr, irces better able to bear 
t! tax tur it thr gh recuctior n cer 
t exper ture nmetabl e tor military 
t ed the trar ortation and 
er syste! ind made specihe recommenda 
t to effect their improvement It dev ted 
lerable attention also to industry and agri 
culture and fvanced suggestions t trengthen 
these branche { the economy and t relieve the 
counts it least part trom its dependence on 
eral resources. Finally, the plight of Bolivian 
reel andal re realistic ipproach 
roposed to the solution of the problems of 
\ ill, the Report gives an excellent t 
traval of the Bolivian ec mic picture It 
\ effectively bring it, furthermore, the con 
plexity 1 the revtol oOfeconot c development 
ind the intert ng of economic, social, and 
j tical torce that operate there It por bably is 
t realistic i the extent ot it proposed ex 
ture ! evelopment | here 
ttle reason for t ! moreover, that action 
| foll quick te correct the veaknesses re 
. vealed by the study. A five-vear agreement be 
tacen Bolivia and the UN was signed last Oct 
ber I it under the new administration virtual 
a e has been initiated to introduce the 
corrective Cusure posed 
WH. 
The bem pire ite at War, World War IT. By 
Kart Drew Harrzert. |Albany:) State ot 
New York, 1949. Pp. 423 
prown u 
trators ar milit 
thie tarv establ 
Chiefs of Staff must { 
echel ns t executed eV 
1 Sale civil momiization the plans 
t Wa t must be carried out by 
hat the bu ‘ trelerst is the feld.”” As 
i! a Wa t ‘ icrat Nas ¢ scovered, 
field und t cept ind « pera 
t I ite ¢ t 4 it} nota 
progran 
Certainly our W i War Il experience has ee 
given empl to t ecessit hould need 
- 
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y the Resear 
MIANPOWER CO 


By W.N. Mep 
Stationary 


& 195) 


ond World 


r 


1945 It 


i 
549 
indent De erment and Natreor VUunpower P rea thor ? tor nl r 
1 Statement of Policy by the Council, wiih ages esult some net deduction fron 
baad mud Issue dino n the total at int of investment in the humat 
Staff. By the Navional went. but can argue that this effect would 
cit. New York: ( Universit, Press, predominately be restricted to viduals of 
1982 Py x+102. $2.00 marginal ncentive and ttul ability 
Ir f the semi Of ilar audience far l Mit ‘ t ‘ \ i 
hich this brief volume was de gned Student lege student, above t! 1 im ability floor, - 
‘ 3 
Delerment and Nalion Vanpower P does a is tree to select the tint e at which this ° 
reasonably good jo! { recenting the major service is contributed providing his jocal dratt : 
thical. socia = ward feo s eral He nev lirectives 
the current Selective Service policy of granting which, as the authors indicate, are largely ex 
t i poleyv of } 
nef 
iraft deferments to college students who meet hortations rather than ruk Ii he knows the 
cert tat fact of the « i att pts to max e the 
rmance. While I have strong reactions agal t resent Valuc net iitet t come subject 
eler tof vounger age groups i the available to this and to post 
ternatives are ntar emp! ment { pone induct nt ifter graduation will efles 
World War II retreads, it must be admitted that, the alternative f the tw 
an vear term ol muitar 4) widua 
e authors arguments [or post ning maduc 
t intil the tudent has successtully con jet elects 
are not witl t merit e itput, provid thos 
ever. the chielt pasis f their contentior the point in the e-cycie at ch mutary 
ler this head see to be that. were deter training can be most effectively ad tered 
i ms nat, aeie! 
ment not granted, as e number of individ and providing f cr hackwrou sanad 
WI e training i nterrup te {1 by military vantage rather t uve to the i 
the result that the nationai ventory scarce attituce service, 
kills and abilities we ld be undul deleted. It probably not realistic to assume that the dec 
is surely ODViOUs that the t arginal det t to in 
entered on tt tis onl ne of manv tac pecuniary lerations, Ever f it could be 
iv fi 
shown nost pone nt involved t 
tors inv 1: } the point of vie of educa n 1 that | t \ ve a me 
tion it is not at all clear that minimum interfer 
ence with the | lual’s vocation etlective eighteen-vear-old, me md ¢ rp we 
will race the cho wtwee voy rsotn 
ness will result a two vear hitch in the armed 
t tramuing } t ker hetor or 
rather than after graduation from high school, “e" ; elect the latter alterna 
< tive on the bi fa hich per 
although the curre it policy does allow effective 
ntin« the re clicacdvant , 
future disabilitue : 
can waive deferment if he thinks his optimum : : 
i 
position so dictates. The authors would have Procrer THomso 
miversil\ 
heen more persuasive, In my jut -ment, if they 
I ad based the r argument n the de irability of 
providing this additional degree « freedom and 
“~onom aide ol 
had ther proceeded t discuss the ways in which The E 
it should he exercised under various sets uicorr. L Ma 
Office and Longmans, Green 
she 
35 
From the point of view of resource ajlocation, Py». NIN . 
the require nent-—or as it now stands, the high This imposing \ lurne ne of the United 
pr afouity that every qua ihed male wil have King Civil Series” ¢ ted by Profe rW 
to devote approximately two years of hie, bn K. Hancock in the official British History of the 
tween ages cighteer indal ilf and thirty-five t War. The author, wl role : 
military service (those granted student deter of history at University College, Exeter, wrote 
ments bes nd the present ce ling of twenty-six much of it while e pl ed full time a the his 
years of age are stil lable to in juction), raises torian Of the Ministry of he mic Warfare 
the following set of consideration 1) As a i February, 1942, to Dh a 
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er, 1939--June, 1940” and “Control at Source, 
June, 1941.’’ Within each of these 

ds, the writer first describes the techniques 
ployed and then traces their application to 
pecial circumstances of each important na 


| 
or group. It soon becomes apparent that 
ples are general only until they are ap 
Administrative problems well 
“4. Americans will be much interested in 
tions dealing with oil and the American 
npanies. There are two maps and four ap 
lixes, one of whi h summarizes the agree 
nents between the Ministry and various private 

1939 wer t ck on Russia in June, The book suffers from the lack of a conclud 
1941. The book ild be of particular inter ing chapter, but this will doubtless be provided 
in Volume II. More serious is the lack of any 
gh evaluation of the effects of the block 
xermany. This the author recognizes, 
iims that materials for such an evalua 
not available when the study was pre 
akingof pared. In a few cases comparison is made be 
ina quick tween Ministry evaluations and enemy records 
this captured after the war. We have, therefore, a 
who are — picture of economic warfare largely as seen in 
ry, including the British Ministry during the struggle rather 
nd it here. On the than a broad and impartial analysis. In this 
ne a very good job of — sense, it is more a study of administration than 

unt of material, espe of economics 
fact that much was Joun G. B. Hurcuins 

ywress and the Cornell University 

in eve for the 
I reasons 
licy of the Min 
ne containing the 
ne a bolo kace be 
sitions of Russia and 
American 
nterfer This book is factual and objective rather 
than theoretical and philosophical. Professor 
Lewis views sympathetically attempts of the 
Labour government to deal with the difficulties 
of the postwar years. Government intervention 


British Planning and Nationalization. By BEN 
W. Lewis. London: George Allen & Unwin, 
Ltd. (for the Twentieth Century Fund). Pp. 
xii +213. $3.00 


took the form of allocations and direct controls, 
which were called “planning,” and of nationali 
ration of a few essential industries. Lewis shows, 
however, that many of the economic difficulties 
with which this program sought to cope had 
their roots in the prewar era. His study centers 
about the domestic program of the Labour gov- 
pain ay ernment after 1945 and does not undertake con- 
! French Africa, the Middle F: sideration of the external balance of payments, 


ti and the Paci inflation, and depreciation of the pound which 
ire also quite crucial to the British economy. 
arts entitled, Nor does it attempt a general appraisal of the 


ystem, Septen economic situation 


550 | 
base alt t entirely on the studie memoran t 
jums, and dispatches of the Ministry. The J 
author did. however, v t Washington, and he 
collected some very interesting material on the t 
ana the chose 
yt Vit 
thot 1 
ecu 
et rt t ches 
to Crermany 
4 Ver yy n 
Ru i, Ure 
gal, France il 
the ivial 
powers 
The book vides 
respectively, “The Traditional S 
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The first chapter, dealing with the idea o 
planning, shows that it was not conce ived of as 
a grand scheme for the whole economy but asa 
pragmatic, piecemeal attempt to overc: 
mediate difficulties and to direct pr 
along lines conside 
authority. The 
doubts and uncertainties and continuous! hat ish government was leading 
or that produce 
r recovery taster 
specific ground that the direction of governmen vith ur umbered consun he n the free 
j } 


would produce more desirable results. The marke reliat ntinu » be placed 


ment had to be n ade accor the values ot yon tort and muti and in 


the party in power which ¢ Was Critt ning was always held in check by public opinion, 


cized for attempting too much capital formation — by Parliament, and by the trials and tribula 


} 


and too little consumption, but there is still ne tions of the planning ncies themselves. Plan 
agreement that the policy of the critics would — ning stopjx { at the point where it threatened 
have been better liberty because, I 


Four chay 


transportation, electricity, and trot i _ gather than planning or, tor that matter, an) 


‘ters treat nationaliz i al. faced witha chor thev alwavs choose freeck 


and six treat of town and country plannin } other abstract : 

distribution of industry, the national Warrer A. Morton 

service, housing, and agriculture. In each case 

the analysis is detailed, locumented, and as 

comprehensive as space permits 
Coal was nationalized afte 


vate enterprise to rationalize the industry, to re ; : w an Honest Tarif. Bs 
, STONE 1] n, Wis.: Lawrence ¢ 


s, 1952 Pp 10 $3.00 


duce costs, and to get along with labor Lord 

Sankev had thought labor difficulties due to the 

fact that ‘“‘workers think they are “crusade” recounted 

capitalists,” and he hoped that this w uld ne ime is that of Herbert E. Miles (d. 1939), 
! 


apply “with the state as an owner” (p. 53 - dent protectionist and official of the Nation 


>erience has show this hope t il TV, ni ber of Commerce, National \ssociation of 


n this small vol 


strikes, absenteecisn am oOWwdown ontinu ulacturers, an 1 the Fair League 
b to »miner no matter lor mvinced that th ff was both the major 
government was, however, ator an “trusts,” to the ex 
the only agency able to find money to re-equip 
and mechanize the mines, which is gradually be 
ing done. In transport, rail nationalization is ac 
cepted by the general public, though govern 
ment ownership of road transportation meets up ualizatior don ind foreign production 
with many objections. The problem of electric he author claims thout suflicient doc 
power is to keep up with demand and to deal nentation, tha ile suaded the Repu h 
with peak loads which in the British climate are an adopt this criterio m 
created by use of electricity for house heating on shor nstrumental in administering 
The author finds that the argument in favor 0! he tar rogran les is given chief credit for 
nationalizing steel was “‘mostly doctrinaire and the creation of the Tariff Board of 1909 and is 
traditional” . 123). whereas the national — thus “the father of the Tariff Commission” [p 
health service satisfies a genuine need for uni 67]); and the program should be supplemented 
versal medical care regardless of income Ff by reciprocity treatic » proposed relation 
these, as in the other cases of state control, the ship between autonomous corrections of the 
aims are primarily of a practical nature, an at tariff based on cost analysis by the commission 
tempt to allocate resources in times of national and conventional reciprocity agreements is not 
trial. clear 
Some readers might ask for more evaluation, Miles was not a nor His faith in 


more consideration of alternatives, an inal protection 


| 
| 
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peration, 1947-1951,” 


In reconstruct! 
text the tedion 
I agreeme nts, 
number of pro; 
discussed, Diebold has compiled an 
ind of data for all students of interna 
ns. Not least among his contribu 
lirtv-page critical bibliography 
assessments of western Europe's accon 
plishments in its struggle with its conscience 
finely balanced, but the author otherwise limits 
his conclusions to the presentation of issues and 
does not suggest the direction of their resolution 
Phe central problem of a regional versus a global 
ppreach to European economic adjustment ts 
emphasized throughout. The nal 
| is a thoughtful survey of the appropri 
ess of the institutions of Furopean recovery 
for the tasks of mutual defense 
Without underestimating the difficulty of the 
an suggest that Diebold has not con 
ded in overcoming the problems of 
es and trade liberal 
International com 


d prices for the purposes of 


task, on 


succee 


trade can finally be made 
eu nown pattern of equilib 
nge rates, and the first rewards of 


ore competitive tra le will certainly not be 


a more etticient allocation of resources (in the 


of a general equilibrium use pattern as 
m) but will be in a pressure provided to 
Phese poin 


totally lost but receive too little em] hi 


avments streams 


discussions concerned with reduc ing bi 
trade, at which time the volume of 
trade and Europe’s welfare are implicitly 
equated 
I have felt some aversion to the use of “co 
ration’’ as a common denominator in the 
although, if the use of the term is an error, 
not one for which Diebold can 
held to blame. The world’s popular applica 
to postwar events in western Europe make 


t a legitimate historical label, even thou 


~~ 
§52 | 
z It came to him, like relig from the envir in Economic Coo RE makes a 
ment and the general mental ¢« ite of an i substantial contribution to an understanding of 
dustrial ¢ nit 4). The author goes 1 some of these proposals as well as to an under 
further than Mile the use of economic ana tanding of what has happened to them. The 
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